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FOREWORD 


On November 2 and 3, 1917, the Academy held a Conference in 
Philadelphia on “Financing the War" and the leading addresses of 
that Conference are presented as the articles in this issue of The 
Annals. The widespread interest in this meeting was evidenced 
by the large attendance and also by the appointment of nearly 
three hundred delegates from states, tax associations, chambers of 
commerce, colleges and universities and other organizations. To 
the delegates, to the bodies appointing them and especially to the 
speakers, many of whom came from a long distance and at much in- 
convenience, the debt of the Academy is great. Thanks are due 
also to many individuals in and about Philadelphia for their coóp- 
oration. Particular mention should be made of the helpfulness of 
the Philadelphia Chamber of Commerce and its officials who aided 
the Academy in every way possible. i 


THE FINANCIAL SITUATION: A GENERAL SURVEY 


Bv F. W. Taussia, 
Chairman, United States Tariff Commission. 


Let me begin with a sketch in broad outline of the general 
situation, a survey of the expenditures which we shall have to 
face, of our available resources, the prospects for the immediate 
future and for the more distant future. Nothing more than an 
approximation to accuracy is now possible; but we can reach an 
approximation sufficient for an understanding of the tasks and 
burdens which confront us. 

In round numbers, the total appropriations which Congress has 
made for the fiscal year 1917-1918 come to nineteen billions of 
dollars. In some of the formal statements the total seems to be 
much less—no more than twelve bilhons. But this smaller sum 
includes only those expenditures whicheare directly and strictly our 
own and does not include loans to the allies which are expected to 
amount to some seven billions of dollars. It has been officially stated 
that up to October 1 these loans amounted to something over two 
billions of dollars; we are told to expect five billions more, or a 
total of seven billions. 


THe AMOUNT oF Funps PROVIDED 


Against this imposing sum of nineteen billions we have now 
provided, or undertaken to provide, perhaps eleven billions. The 
liberty bonds of the first issue produced two billions. Those o? 
the second issue are expected to provide not less than three, nor 
more than five billions, and have in fact yielded $4,617,532,300. 
The total tax revenue, under the provisions of law in effect before 
the beginning of this year’s special session of Congress, amounted to 
one and one-third billions. The additional revenue under the 
war revenue act which became law on the third of October is 
expected to be two and a half billions. In all, therefore, we have 
provided for something over four billions by taxation and five to 
seven billions by loans, These are stupendous sums; but now- 
adays we have to put our figures in terms of billions, no longer in 
E 1 
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terms of millions. The warfare of our time is on a stupendous 
scale and calls for stupendous expenditures. 

Some of the items mentioned in this summary call for comment. 
Our loans to the allies are not always figured as expenses or charges. 
As I have just stated, they do not figure in our official statements of 
appropriations. And in a sense they are not expenditures of our 
own and call for no appropriations of our own. They are loans 
for which we get a quid pro quo in the form of promises to pay from 
the allied governments; and ultimately these obligations will be 
repaid. But for the time being the transactions mean a charge 
of our own, to be met from our own resources. During the contin- 
uance of the war and for such period after its close as we may still 
be extending aid to our allies, we must raise these sums by taxation 
or by loans and must face them as an immediate drain upon our 
present resources. ; 

Another item which calls for comment is the revenue to be 
derived from the War Tax Act, expected to amount to two and one- 
half billions. Will it be just so much, or will it be more or less? 


On this topic we must speak with reserve. The amount which will ~ 


be procured from some of the new tax levies is open to speculation; 
particularly as regards the one item which bulks largest in the act, 
namely, the excess profits tax. It remains to be seen what will be 
the final accruing revenue under this tax and under the others 
newly levied. But even a considerable margin of error due to 
such uncertainties will not seriously affect the general situation. 
The tax revenue under the ac; may amount to a few hundred 
millions more or & few hundred millions less than was anticipated. 
But as we know too well, a few hundred millions figure very little 
in these days; we frequently pay out sums of this amount over 
night in loans to our allies. 

Whatever sort of calculation we make, one thing is clear, 
namely, that the revenue resources so far provided will not suffice 
for the presumable expenditures of the fiscal year 1917-1918. We 
have provided ten or eleven billions; we have appropriated nineteen 
billions. The expenditures may be somewhat greater than the 
appropriations, may be somewhat less; but it wolud seem' to be 
certain that they will be greater than the revenue already provided. 
Before the fiscal year closes we shall have to consider further loans or 
further taxes. How far are we prepared to meet this impending 
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obligation? How far are we in a position to provide for so vast a 
drain upon our financial and economic resources? The prospect is 
one not to be faced with a light heart. And yet I think it is one 
which can be faced with a stout heart. We have undertaken an 
enormous task, but fortunately we have enormous resources, and 
perhaps, even more to our good fortune, we have a mechanism 
better adapted to the task than the country ever before has had in 
similar exigencies. 


Crum War EXrPERIENCH 


Let us contrast the present situation for a moment with the 
emergency which confronted the nation in its last hour of supreme 
perl. The drain upon our resources during the Civil War is com- 
parable to that which we must now face. Small as the millions of 
those days seem as compared with our billions, they loomed 
up large in the imagination of the men of fifty years ago &nd caused 
doubts and tremors such as are in evidence at the present time. 
Contrast now the situation at the outset of the Civil War and the 
experience of that time, with our own present prospects. 

Without entering into anything in the nature even of a sketch 
of the earlier conditions, let me remind you of two striking episodes 
in the financial history of the Civil War. -One was the dislocation, 
indeed the breakdown, of the country’s banking machinery on the 
very first occasion of its use. The initial loan of the Civil War, the 
$150,000,000 of 6 per cent put out in 1861, was attempted to be 
marketed through advances from the banks of the North and 
through the eventual sale of these bonds on their part. It led 
within a few months to the suspension of specie payments by the 
banks; and the suspension of specie payments in those days meant 
suspension of all payments—virtual insolvency. Great as was the 
desire of the financial community, then as now, to come to the 
support of the government, the strain on the unorganized banks of 
those days was found to be too great at the very first trial. The 
banking machinery of the country proved quite unequal to lending 
adequate support to the government. 

The second episode to which I will call your attention was the 
natural corollary from the first: the early resort to paper money 
and the early depreciation of the paper money. Inconvertible 


paper was issued at an early stage in the war, and to a greater 
. 9 
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and greater extent as the war proceeded. How great was the 
disturbance of our monetary and industrial conditions because of 
the inflation of the war need not again be rehearsed. All students 
of the period know the evils which resulted for the community, 
and know too how vain was the effort of the government to meet 
its financial obligations by this means. Toward the close of 
the war it led to something like financial collapse, and the historian 
is tempted to speculate on the depths to which we might have 
fallen if it had been resorted to for a year or two longer. l 

On the other hand, taxation was resorted to slowly and hesitat- 
ingly and did not bring a really effective increase of revenue until 
the war was nearly over. It was not until the struggle had been 
going on nearly four years that, during the fiscal year 1864-1865, a 
great revenue was obtained by taxation. And the taxation of 
those days was almost exclusively indirect taxation, in the way of 
import duties and complicated excises, with unexpected and disturb- 
ing effects on the industries of the country at large. 


PRESENT FACILITIES 


Comparing now the unfortunate. experiences of the past with 
the present situation and the present prospects, we find much that 
may lead us to take heart. We may not be prepared as adequately 
as we should be; but we are not entirely unprepared. 

First of all, we have the federal reserve system. The gov- 
ernment has at its disposal a great unified banking system which 
at once automatically utilizes the credit facilities of the country 
for the public service. Temporary loans can be arranged for over 
night. Certificates of indebtedness are taken and distributed with 
the minimum of strain. The flotation;and distribution of the 
long-time securities are effectively aided by the same machinery. 
The financial community is no less patriotic than it was in 1861, 
but it is immensely better prepared to act as the Treasury’s medium 
and to come to the Treasury’s support. This advantage is nothing 
less than enormous. It removes the insidious temptation to 
resort to paper money, and saves the country the subsequent em- 
barrassments and subsequent losses which such resort brought to 
us during the long period from the close of the Civil War to the 
resumption of specie payments in 1879, and which it will not fail 
to bring to the warring countries of the Continent which have been 
compelled to resort to the same demoralizing device. ° i 
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I am not unaware that the utilization of our credit machinery 
by the government, and the extension of deposit credit which it will 
entail, may have the effect of inflation or something analogous to 
inflation. But inflation of this sort, in any case not easy to measure 
quantitatively and perhaps not susceptible of absolute proof, is 
at all events less dangerous for the future than the resort to fiat 
money. It is likely to correct itself automatically after the war. 
So long as specie payments are maintained, this sort of inflation 
cannot maintain itself permanently when conditions of peaceful 
commerce again have been restored. The unwelcome effects which it 
may have for the time being are in their nature transitory. If we 
maintain specie payments and refrain from resorting to paper 
money, we are spared such long continuing evils as came in the 
train of the Civil War issues. 

But not only as regards our financial machinery and its utiliza- 
tion, but also as regards our tax system and its utilization are 
we in & state of preparedness. We have on hand, ready for imme- 
diate application, the machinery of the income tax. It is far from 
perfect; and yet it is immensely serviceable. If it had now to be 
set up de novo, we should have to wait at least a year, probably 
several years, before anything like the revenue now within our 
grasp could be obtained from it. It makes possible a resort at 
once to heavy levies without waiting for the slow process of getting 
the machinery of taxation in working order. 

Moreover the machinery which is available for the administra- 
tion of the income tax is serviceable also for that of the tax on 
excess profits. Separate returns are indeed to be called for in 
order to secure the collection of the latter, but the returns already 
made in previous years for the income tax will be available for pur- 
poses of comparison and correction, and the returns made for the 
income tax of the current year will be sumilarly of service. I would 
not minimize the perplexing problems which the Internal Revenue 
Bureau will have to solve in the administration of the excess profits 
tax. But it is no small alleviation that the income tax organization 
can be utilized without fundamental readjustment. 

It is a good general maxim of taxation that any new levy should 
be initiated at a very moderate rate, and that the machinery of 
collection should be organized while the rate is still moderate. Of 
this perhaps no more striking illustration can be found than our 
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experience with the tax on distilled spirits. We are now levying 
that tax at the extraordinary rate of $3.20 per gallon. The attempt 
to collect a very much smaller tax during the early years of the 
internal revenue system led to evasion and fraud on a great scale. 
Gradually the system of collection and supervision has been perfected; 
and in consequence, a rate of tax which twenty years ago, even ten 
years ago, would have been deemed quite beyond the possibilities 
of effective collection, is now imposed with confidence. I would 
not for a moment pretend that our method of levying the income 
tax has yet approached a stage of highly perfected adjustment— 
such a stage as has been reached in Great Britain, for example, only 
after three-quarters of a century of experience. But the framework 
is on hand; it has been set up under low rates and therefore under 
conditions of little strain; it is in working order. We are suddenly 
increasing the rates of the income tax in such way that the revenue 
will be at least triple that of the last fiscal year, and six times that 
of the revenue of any preceding fiscal year. We should not have 
been able to expand this financial resource had we not already been 
prepared through the previous establishment of a reasonably 
. effective system. 


Tae Reasons Way Wr ARE PREPARED 


It may not be amiss to indicate briefly how we happen to be in 
a situation so much more promising than ever before in a similar 
exigency. Partly it may be a matter of great good fortune; but 
partly it is a matter of deliberate facing of possibilities, a deliberate 
setting of our house in order, for which our political leaders and the 
country at large may take some credit. Both parties are entitled 
to credit-for the establishment of the federal reserve system. 
The preparatory work was done under the administration of 
President Taft, through the medium of the Monetary Commission 
then established which evolved the preliminary scheme. The 
system in its final form was definitively worked out and put into 
operation under the leadership of the present administration. The 
income tax again, though not established until 1913, was a foregone 
conclusion from long continued previous discussion and from the 
ratification of the constitutional amendment. As regards the 
immediate resort to heavy taxation, both through the income taxes 
and the long list of others that figure in the war tax act, something 
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is due to the preaching of the economists, who, though not perhaps ia 
entire agreement cn the precise extent to which resort should be 
made to taxation, have nevertheless been unanimous in urging 
immediate substantial levies. Not a little, again, is due to the 
example of our ally, Great Britain, who has not hesitated to grapple 
frankly with the fnancial task, to face the fact that war entails 
immense financial sacrifices, and to call upon the British community 
to submit at once to drastic taxation. And finally, not least, 
much is due to the courageous spirit of our own administration, our 
Secretary of the Treasury, the leaders of both parties in the House 
and Senate. Inevitably there have been differences of opinion 
as to the degree to which taxation should be resorted to, and as 
to the precise form. of loans and credit arrangements. But there 
has been no hesitation with regard to the need of utilizing at once 
all the available machinery for procuring huge resources at the 
earliest opportunity. 


OUR INDUSTRIAL AND Economic SITUATION 


What can be said now of the econdmic and industrial situation 
as contrasted with the strictly financial problems? In the early 
days of the European War much was said and many calculations 
were presented about the total resources of the several nations, 
their total wealth, their total annual income. We were told that 
Great Britain, France and Germany had so many billions of wealth, 
and therefore so much which was potentially available for the 
conduct of the war. It requires no profound analysis to make it 
clear that figures of this sort signify little. The total resources 
of a country cannot be poured into the melting pot. Immense 
parts of them are by their nature unavailable. The land, the houses 
and buildings, a lerge part of the factories and workshops, are 
committed to uses from which they cannot be diverted to war service. 
I may remark, parerthetically, it is fortunate that this is the case. If 
it were not, absolutaly everything might be poured into the public 
treasury under the spur of patriotic zeal, and the very last item of 
wealth and property might be engulfed in the fearful waste of war. 
The possibilities of eventual recovery are the greater because it is 
impossible in the neture of things to spend and destroy everything 
for the purposes of war. 

The real problem for war expenditure is this: how much is 
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there of free resources, how much can now be carved out and made 
avaiable for military purposes and in what ways can it be made 
available? Our calculations and speculations should be directed 
not to the extent of the people’s total wealth or total resources, but 
to the extent of their free and divertible resources and income. 
This is another way of saying that our attention should be directed 
to the potential savings, the potential economies, the things that 
we can do without. How much income in terms of money, and in 
terms of labor resources and commodity resources purchasable 
with money, can be not only spared, but made immediately avail- 
able and put at the disposal of the government during the war? 

Here the question at once arises, what are in ordinary times the 
free resources of the community? What are its ordinary savings? 
On this subject we are unfortunately but ill-informed and can make 
nothing more than a guess. The usual or normal fresh savings and 
fresh investments of the people of the United States are supposed 
to be somewhere between three to five billions. I make no pretense 
of certifying to the accuracy of even this rough figure. But what- 
ever be the sum we thus start with, clearly it is no more than suffices 
for a start. Even if we put at the disposal of the Treasury every 
cent that we ordinarily put by and save, we do not begin to meet 
the needs of the present time. We must do much more. 

But all experience teaches that under stress of war we can do : 
more, very much more. During the Civil War the North raised 
by internal loans vastly more than it had ever put into productive 
enterprise in the years preceding the war. It raised in addition 
vastly greater sums by taxation than the country had ever before 
dreamed of raising. I will not say that there are no limits to the 
sums which can be raised by a combination of loans and taxes, but 
it is certain that the ordinary savings and the apparent free resources 
of normal times give no clue to what can be secured under stress 
of need and under the impulse of patriotic zeal. It may seem now 
that we have undertaken a formidable task in our first and second 
liberty loans. So it seemed during the Civil War with that first 
loan of $150,000,000, which led, as I have already noted, to the 
breakdown of our banking machinery. The task seemed even 
more forbidding when in 1862 the United States resorted to the 
second great loan—what was then supposed to be the enormous 
issue of $500,000,000 of 5-20 bonds. Soit has been in the European 
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countries, where successive loans have met successive response. 
The initial loans have seemed staggering, and yet successive loans 
have met successive response and the limit has receded as the stress 
of need became greater. 

What is thus true of the potentialities of loans is true also of 
the potential tax resources. We have begun at the very outset on a 
considerable scale, with tax levies heavier than those made by this 
country in any corresponding stage in previous exigencies, heavier 
too than those mad2 by any other country at a corresponding stage 
in the present greaz conflict. It is not only within the bounds of 
possibility, it is mcre than probable, that we shall have to resort 
to still heavier levies and to levies more widely distributed. Yet 
here, as with regarc to our borrowing capacity, we never know how 
much we can do until we know what we have to do. Our loans 
and our taxes already mean that we must begin to restrict and 
curtail, must learn to dispense with luxuries and comforts, perhaps ' 
with some things waich we have regarded as necessaries. We shall 
have to proceed further in the same dyection. Every community 
must adjust its incustries and its expenditures to the needs of a 
war through & gradual process. We have entered only on the first 
stage. 


; SOURCES Yur UÜNUTILIZED 


One last aspect of the case I would bring to your attention. 
How far are there resources which as yet we have not tapped? How 
far are there spare fractions of income not ordinarily reached either 
by any process of direct taxation or by any process of habitual 
saving and investment? In this country we have a great mass of 
prosperous workers who ordinarily spend the whole or almost the 
whole of their incomes, and who yet are.in a position both to bear 
burdens of taxation and to make some savings from income. There 
are millions of skilled artisans, salaried men and women, well-to-do 
farmers, who go their way with ease in ordinary times, and whom 
the ordinary machinery of taxation and finance does not touch. 
Itis not desirable to apply to this large stratum of the community 
any burdensome direct taxation of incomes. True, some direct 
levy on them is made through the present remodelling of our income 
tax; the limit of exemption, formerly $3,000 to $4,000 a year, 
has now been reduced to $1,000 to $2,000. But the rate of tax 
upon the lowest incomes now brought within the purview of the 
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tax is left very moderate, and this application of the income tax is 
rather a response to a question of principle than a probable means of 
attaining a substantial increase of revenue. Consumption taxes 
again, in the way of import duties and excises, doubtless can bring 
in something substantial; yet there has been a proper hesitation from 
resort to them at high rates. 

On the other hand, the voluntary handing over of substantial 
parts of these incomes to the government through the broad dis- 
tribution of public loans is feasible upon a much larger scale than has 
before been supposed. It offers in many respects great advantages. 
The small bond buyer is in the aggregate an important personage. 
And when heis reached by adequate facilitiesand proper propaganda, 
he will respond generously and quickly. At the same time the 
wide distribution of public loans is the most effective antidote to 
those consequences of public debts which have caused them to be 
' most strongly opposed. A great public debt means the permanent 
maintenance of taxation for the purpose of meeting interest upon it, 
and so the permanent diversion of income from the great mass of the 
taxpayers to the smaller number of the holders of public securities. 
If however, the number of these holders be not small, but in the 
aggregate large; if the distribution of public loans be not solely 
among the rich and well-to-do, but widely dispersed through every 
class of the community, then some of the most undesirable features 
of the resort to loans, if not entirely obviated, will bemuch mitigated. 

In this respect we may learn something from the enemy. The 
Germans have cultivated to a high degree the stimulation and 
collection of loan subscriptions from persons of moderate and small 
means. A rough summing up of the operations under their first 
five loans indicates that out of a total of something like forty-seven 
billions of marks (or eleven billions of dollars) about three-fifths 
have been in subscriptions of ten thousand marks or less. No 
doubt there are possibilities of manipulation in these figures. We 
must be on our guard against all official statements that come 
from that quarter. But there is no reason to question that sub- 
scriptions of moderate and small amounts have been heavy. It is 
gratifying that our own financial leaders are awake to the importance 
of reaching the small investors and are diffusing our loans as widely 
as possible. Of the total subscriptions to the first liberty loan, 
roughly three billions of dollars, one and one-fourth billions were 
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in amounts of less than ten thousand dollars and received in full 
their allotment out of the two billions of bonds finally issued, or 
the same proportion as that just noted for the German loans. 

Our eonclusion i8 that we may look forward to the future not 
indeed with & light heart, but with courage. We have assumed 
enormous responsibilities. We have not yet sufficiently provided 
for meeting even those of the present fiscal year. But we have 
taken great forward steps. We are ready to proceed further; and 
we may face coming events, not without anxiety, nor without a 
realization of what the contest means, but with a firm resolve to 
use our strength and our resources to the utmost, and with a firm 
confidence that the country will provide the means for the utmost 
military and naval strength. 


THE TASK OF FINANCING THE WAR 


Bv Jonn J. FITZGERALD, 

Chairman, Committee o ond ropristiona House o Representatives, 

At the outbreak of the war there was keen speculation as to its 
duration. Since the Russo-Japanese War it had been the belief of 
many eminent military experts that all future wars would be short 
and decisive. That opinion was predicated upon two important 
assumptions; one, that modern methods of warfare had been devel- 
oped along such a plane of destruction that, if hostilities were con- 
ducted on an extensive scale, the harvest would be so dreadful as 
quickly to compel peace; the other, that the financing of military 
operations upon a gigantic scale was so dependent upon certain 
definitely fixed money centers, that financiers, rather than military 
genius, would wield the more potent influence in determining the 
final results in conflicts between nations. 

The difficulties in the Balkan States prior to the present war 
strengthened those who believed that modern wars must necessarily 
be short. It is extremely doubtful whether any responsible states- 
man in any of the countries now engaged in the controversy had the 
slightest notion in the early days of the war that a war in which were 
involved practically all of the great civilized powers, or even a 
relatively small number of the more powerful ones, could endure for 
any considerable time. 

Both of the assumptions have been proved to be unfounded. 
The wastage in the war, as well as the property loss, and the ex- 
penditures necessary to sustain the military operations undertaken 
have been of such magnitude as to stagger the imagination. The 
wildest estimates of the most extreme militarists during the period 
immediately preceding the war have shrunken into insignificance, 
and no man is sufficiently wise to venture a prediction as to the 
duration of the hostilities that is of any value in arriving at the 
correct solutions of many exceedingly important problems pressing 
for consideration. 

Lord Kitchener’s announcement shortly after the outbreak of 
the war that preparations should be made for a three years’ conflict 
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was a rude shock to the civilized world. Received quite generally 
at first with amused incredulity, it speedily was accepted as an un- 
fortunate reality. The importance of time in the problems to be 
determined cannot be overestimated. For it is the probable dura- 
tion of hostilities upon which hinges every question concerning the 
use of both personnel and material, the conservation of the nations’ 
energies, and the marshaling of the available and of the potential 
resources of the war afflicted countries. 

In at least one very’important respect the United States are 
fortunate. As the war had been waging almost three years before 
they became embroiled, they have the benefit of the experiences of 
the other belligerents to profit by, and many grievous and expen- 
sive errors that otherwise would probably be unavoidable should 
not now be made. 

If the duration of the war could be definitely fixed or accurately 
predicted, its financing would be a simple problem in elementary 
mathematics. If the war were to be sufficiently brief and the ex- 
penditures upon any sort of a reasonable scale it would be possible 
for the United States to imitate the example of Mr. Gladstone in the 
Crimean War and defray the cost from the current revenues. But 
there is no,such simple problem for the United States. Although 
war was declared on April 6, 1917, the expenditures up to June 
30, 1918, will practically be within a year, which makes the usual, 
convenient and ordinary ‘basis for comparison. 

The appropriations by Congress available till June 30 next 
ageregate $18,879,177,014.96. There is included in this sum 
$7,000,000,000 to be loaned to the allies of the United States. In 
addition to the specific appropriations, authority has been given to 
enter into contract obligations to the extent of $2,511,553,925.50. 
Obligations to that extent may be incurred and may mature during 
this fiscal year, which ends on June 30. If certain manufacturing 
processes can be carried on more rapidly than contemplated the 
authorized obligations will be converted into cash payment demands 
and the expenditures will be measured by the gross total of $21,399,- 
730,940.46 the sum of the appropriations and contract authoriza- 
tions. 

There have been some intimations that the appropriations were 
made by the Congress in a blind, uninformed, haphazard manner. 
I cannot speak for the Senate of the United States, but I am quali- 
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fied to speak authoritatively for the House of Representatives. 
Of the $14,399,730,940.46, which is the total of the appropriations 
and contract authorizations less the $7,000,000,000 to be loaned to 
other belligerents, approximately $12,000,000,000 were provided in 
bills prepared under my personal direction, and which were in my 
charge during their consideration and enactment. With an ex- 
perience of thirteén years as a member of the Committee on Appro- 
priations, during seven of which I have been its chairman, I am able 
to state that in my experience no bills were more thoroughly, care- 
fully and intelligently prepared than the bills which made available 
the vast sums mentioned. More than $840,000,000 requested by 
the administration was refused either because the purposes for 
which the expenditures proposed were not imperatively essential 
for the conduct of the war, or because it was determined that in 
many instances progress in preparation could not keep pace with 
official aspirations, and as the money probably could not be ex- 
pended in the fiscal year it was not appropriated. 

So far the judgment of my colleagues and myself has been 
justified by events. It is qhite possible, however, that men may be 
mobilized, the equipment manufactured, ships constructed and 
armies trained and transported and enabled to participate in actual 
hostilities much more quickly than the Congress believed in pro- 
viding funds for this year’s expenditures. Should that be so, then 
additional appropriations must be made at the coming session to be 
available during the current fiscal year. 

During the recent session of Congress I had occasion to point 
out that since the outbreak: of the war until August first of this 
year Great Britain had expended $21,385,000,000, which sum in- 
cluded $4,500,000,000 advanced to her allies. Including $750,000,- 
000 expended by India and the overseas dominions, Great Britain’s 
expenditure during the three years of the war, excluding advances to 
her allies, aggregate $18,500,000,000. 

During the same period France expended $15,327,400,000; 
Russia’s burden, which is more of an approximation than any other, 
was $15,000,000,000; Italy, during the period of her participation in 
the war has expended $3,120,000,000; making a total expenditure 
by the Entente Allies of $51,947,400,000. 

Germany, including advances to Turkey and Bulgaria, was 
estimated to have expended $21,300,000,000, and Austria-Hungary 
$12,800,000,000, or a total of $84,100,000,000, è 
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Including loans the United States in the first year proposes to 
' expend as much as Great Britain, more than France, more than 
Russia, probably as much as Germany, and one-third more than 
Austria-Hungary hag expended during the entire three years of the 
war; 23 per cent of the total of all the nations in the war, and 65 
per cent as much as Germany and Austria-Hungary during the 
same period. Even if the amount of the loans to our allies be 
excluded the figures are still sufficiently startling; and yet as the 
money to make advances to our allies must be obtained either 
through loans or taxes the authorized loans cannot be eliminated 
from consideration. 

It must be remembered, too, that these vast expenditures do 
not make provision for a very extensive military organization con- 
trasted with the numters that other belligerents have called to the 
colors. If the United States be compelled to mobilize to the extreme 
its military resources the figures now under consideration will be 
dwarfed by comparison with those that will follow. 

From a careful study of the purposes for which available funds 
are to be applied, considering eliminations and probably substitu- 
tions, there is no prospect that expenditures will lessen if the war is 
to continue. They inevitably will increase and be very much 
greater than during the present year. 

The estimated annual revenues of the government from all 
sources are $4,033,500,000. The proposed expenditure this year 
approximates $20,000,000,000. Upon that basis it is proposed to 
meet 20 per cent of our expenditures from taxation and 80 per cent 
from the proceeds of Icans. If there be excluded one billion dollars 
from the estimated expenditures and the same sum from the esti- 
mated revenues to represent the normal cost of maintaining the 
government, it appears that the cost of the war is to be defrayed to 
the extent of 14 per cent trom taxes and 86 per cent from loans. 

If all of the other lessons of history are to be ignored the United 
States at least should not be indifferent to the disastrous conse- 
quences that followed the attempt to finance the Civil War by re- 
sorting almost exclusively to loans. A grossly inflated national 
debt, without the prover exercise of the taxing power, inevitably 
results in an impaired national credit, an increased interest rate and 
a depreciated currency. 

The task that the United States have assumed in this war is so 
unique, of euch magni;ude and so fraught with difficulty and peril 
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as to compel resort to means that seldom would be required. It is 
proposed to raise and equip armies numbering in the millions, to ` 
construct ships for their transportation to engage in battle three 
thousand miles away, through seas infested with a hitherto unknown 
peril. It is proposed to produce food and munitions not only for 
our Own enormous population, but largely for Great Britain, France, 
Russia, Italy and many small states. The task will be no easy one; 
it will tax to the extreme our power and our resources. In all 
preparations in every other direction the plans have been made on a 
comprehensive scale and with a wise vision that events will justify. 
Our financial plans are not developed to the extent they should be. 

It is the boast of financiers, statesmen and economists of Great 
Britain that the enipire's credit is as sound today as at the outbreak 
of the war. They assert that the liberal manner in which the taxing | 
power has been used to obtain necessary revenues is wholly respon- 
sible for that situation. The wealth of the United States is esti- 
mated at $250,000,000,000; Great Britain's at $80,000,000,000. 
With expenditures on account of the war approximately the same 
Great Britain is obtaining from taxation at least 25 per cent more 
than the United States, although her wealth is approximately but 
one-third of ours. 

I am not of those who believe that a proper fiscal policy would © 
justify attempting to obtain all the revenues required from taxation. 
It is doubtful whether any group of public men advocate such a 
policy. The predominant inclination is to rely chiefly upon loans 
and my belief is that publie men in the United States are too strongly 
inclined to place the burden upon posterity by resorting to loans. 

The true and only justifiable policy is to utilize the taxing 
power to the fullest extent and to resort to loans for the deficit in 
revenue. There is no possibility that an undue proportion of the 
burden will be placed upon revenues. Our preparations have been 
initiated upon the only safe theory—that the United States has 
become a participant in a war of extraordinary magnitude that will 
be of unusual duration. Our fiscal policy must fit that theory. 

While resort cannot be had to many sources of revenue for 
sound economic reasons, while some will not be because of political 
expediency, there still remain many untouched sources, and heavier 
levies can be made upon present ones without imposing burdens 
that cannot be justified. 
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For instance many believe that with the recent revenue law 
the limit has been reached in the impositions that may be placed on 
incomes and excess profits. J am not in accord with that opinion. 
If the war is prolonged over many years, as itis quite probable, as we 
have not nearly exhausted our ability to obtain revenue through 
taxation, it is the part of wisdom to increase quickly our revenues. 
Four billion dollars annually does not begin to measure the possible 
revenues of the United States. 

During the consideration of the recent revenue bill I made some 
studies which were to have been utilized in a discussion of this ques- 
tion. The burdens resulting from the preparation of the appro- 
priation bills precluded my participation. An examination of the 
earnings of 140 of the leading industrial concerns over a period of 
years furnished much material for reflection. The list was prepared 
carefully so as to include only concerns believed to have been upon 
a sound financial basis. Their earnings in 1914 aggregated $250,- 
000,000, in 1916, $1,250,000,000. 

One fact should be emphasized so forcibly at this time that the 
American people should not be capable of misunderstanding. It 
should be proclaimed broadly that neither the individual nor any 
group was entitled to ordinate profits from the necessities of the 
government, nor would they be permitted. 

I speak not as an enemy of wealth nor as one hostile igs SUCCESS- 
ful industry or to proper rewards for the exercise of that peculiar 
genius essential for the conduct of exceptional enterprise. The 
future of our people, as well as the fate of civilization and the con- 
tinuance of democratic institutions, hinges upon the outcome of 
this war. Individual ambitions, interests or prospects must dis- 
appear before the greater objective—the welfare of the nation. No 
system of taxation can be devised that will apply with exact equality 
to every individual; the necessities of the government cannot be 
supplied without business disturbances that will work cruel hard- 
ships in some directions. No one can predict in what direction he 
will be asked to make sacrifice or assume an exceptional burden in 
the onward progress of the nation to1ts ultimate end. Many will be 
called upon for the supreme sacrifice of their lives, none will be 
tolerated whose grievance rests in the contention that their material 
prosperity has been arrested or affected in the necessary marshal- 
ing of the country’s energies. 
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It is not my purpose to attempt to detail the sources which 
may still be tapped for additional revenues. This is not the occa- 
sion for me to do so. The pressing need at this time is to bring home 
convincingly to the masses that they must be prepared to endure 
much greater burdens from taxation. The country must be per- 
suaded to change its extravagant and wasteful habits and to culti- 
vate thrift. During such a crisis the people should not expect to 
spend as lavishly nor to indulge luxurious tastes as freely as in days 
of peacefulfprosperity. The nation must be awakened as never 
before in its history; the people must be taken fully into the confi- 
dence of the government; they must have presented again and again 
the real picture of world conditions so that every individual shall 
appreciate and discharge his obligations in full. 

Even if thera were not other sound and imperative economic 
reasons, that effective method of reaching the publie conscience 
would justify resort to extraordinary methods of taxation at this 
time. No system should be tolerated that will paralyze industry 
or breed discontent; none should be avoided essential to provide the 
revenues inperatively required and that will distribute the resulting 
burdens as equitable as experience and knowledge dictate. 


REACHING THE INDIVIDUAL INVESTOR 


By Ausprer W. Arwoopn, 
Princeton, New Jersey. 


This paper will be confined to a very limited and specific, al- 
though I hope not wholly unimportant, phase of the problem. It is 
a stupendous subject, and the success of war financing depends on a 
large number of national and economic questions and policies; upon 
& sane ratio between taxes and bonds; upon a sane equilibrium 
between doing away with extravagance and waste on the one hand, 
and business prosperity on the other; upon an alert observance of 
what European countries have done; and the finding ultimately, if 
the war keeps on, of a method, if such a thing is possible, of convert- 
ing into the basis of credit for war loans, securities owned by our 
savings banks and insurance companies. That is the most serious 
problem of all, and one whose solutzon has not yet been seriously 
attempted. 

The subject of this paper is the specific and limited one of reach- 
ing the individual investor in war loans—war bonds. What has 
happened? President Wilson decided on war; Congress decided on 
war. Mr. McAdoo and Congress then had to raise the money and 
they put through a bill; so many bonds, so much taxes. Mr. 
McAdoo called in the governors of the twelve federal reserve banks 
and said, “Raise the bonds." That is what it amounts to. 

The governors of the twelve federal reserve banks each ap- 
pointed a committee, and in the larger cities—New York and prob- 
ably Philadelphia, Boston and Chicago—the committees are made 
up of men of such prominence and of such wide activities that they 
cannot devote much time to it; and it comes down to this, that in 
each large federal reserve center, two or three men, unknown to the 
public but well known in their particular lines—experts—are given 
the problem of selling in four weeks, billions of dollars in bonds. 
In New York City two men practically had to sell two billion dollars 
worth of bonds in four weeks. 

Now let us put ourselves in their places. For lack of time, I 
am not going to consider at all the question of institutions, that is, of 
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corporations and their large subscriptions, but just the individual 
investor. There are three immediate methods of organization for 
reaching the individual investor: first, community; second, occupa- 
tional or vocational; and third, one which has been little attempted 
as yet, viz., his position in the capitalistic scale, in the vernacular, 
according. to how much money he has. That has been attempted 
only to a slight extent. 

In the cities the community organization has been wonderful, 
but not so, as a general rule, either in the country or in the smaller 
places. This is natural enough. The city is impersonal, but not so 
with the small place. Now, I want to pay a tribute to the devoted 
work of the liberty loan committees in the small places. In my own 
town, halfway between New York and Philadelphia, the chairman 
of the committee was a very fine young man who did splendid work, 
and there are thousands o? others like him. But these small town 
liberty loan committees must wake up and must handle this prob- 
lem without kid gloves. If they want to raise loans—and they 
must if this war continues—tkey have to face the naked problem. 
They are afraid to go after the subscribers. That is their trouble. 
Everybody knows everybody else in a small town of five or six 
thousand population, or in a suburb, and they are afraid to go to 
them. 

And what happens? The rich people subscribe, and the 
wage-earners, if there happens to be a factory there withan employer 
to persuade them or to bring pressure; but the people of moderately . 
comfortable circumstances are not doing their duty, and it is be- 
cause the bankers and the liberty loan committees are afraid to go 
after them. 

I personally know of a family living on a scale of great luxury 
that gave it out that they might subscribe for $200 worth of bonds, 
but no more. Perhaps they took more and perhaps they took none 
at all, but there was no method of checking them up. There are 
numberless instances of plain holding back, of fundamental, indi- 
vidual selfishness. 

The occupational organization is splendid in the cities where 
committees can be organized, but it doesn’t work in the small towns 
at all; and furthermore, no one has yet organized the occupational 
campaign to reach a class of people, perhaps not great numerically, 
but of wealthy circumstances. I refer to the independent business 
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man, the operator, the speculator, the trader and other similar in- 
dividuals. There is no way of reaching them. There is no way of 
reaching men of my profession. No one has ever solicited me to 
buy a liberty bond, except one boy scout. 

And most important of all, there seems to be no way of reaching 
the retired person of just moderate circumstances, and the woman 
of moderate circumstances—the widows and old maids who have 
inherited fifty or seventy-five thousand dollars. They are not 
reached. Some of them are patriotic and have come forward of 
their own accord, but the occupational program does not get to 
them, and in the small place the community program does not 
reach them. 

This matter of reaching people according to the amount of 
money they have is perhaps another phase of the point I have just 
been making, and I can get at that best by referring to a very 
specific thing, and that is the matter of quota. For each town a 
certain figure is presented and the people are told, “You must 
subscribe a certaix amount of bonds." I don’t know whether 
politics has entered into that or not—I rather think it has—at least 
community politics. For instance, & large city will say to a small 
town nearby, “ You raise such and such an amount," and sometimes 
they will tell them to raise more than they ought to. That is not 
the important thing. Perhaps I am open to correction, but I 
think that these quotas are determined on the basis of bank re- 
sources and to some extent, I think—in the second liberty loan, at 
least—of population. 

Now, that may be the only practical basis. It is very foolish 
for me to criticize a thing that other people know very much more 
about, but if this war goes on it will be necessary to have a committee 
of experts, of economists, ta try to get at this thing on the basis of 
wealth and make these quotas on the basis of wealth, as well as on 
the basis of banking resources. 

Take the little town of Kerhonkson in New York state. It 
exceeded its quota many times and there was an item in the papers 
aboutit. Yes, it exceeded its quota many times because there are no 
banks in the town while there is a large sanitorium patronized by 
millionaires. The owner of the sanitorium is wealthy and is very 
loyal and he probably put in a big subscription himself. There is 
no particular credit to the town in that, and they would not have 
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had the apparent results they did if their quot& had been on the 
basis of actual wealth instead of banking resources. 

It may be necessary in the small places to resort to publicity. 
Of course, everyone is opposed to that, but I honestly believe that 
if the war goes on, we must, at least in the smaller places, post up a 
list of those who have subscribed, and if that is once done there will 
be no lack of subscriptions. 

Now these are details, but they are important ones. Some 
captain of industry has said that we might have to raise a hundred 
billion dollars if this war continues, and it reminds me of a dream I 
had the other night. I was approaching a solid stone wall that 
couldn't be scaled, but as I came up to it, it faded awayand I walked 
right through. 

It is not as easy as that. Professor Taussig has said that we 
must not approach it with a light heart; but three years ago our 
most eminent bankers said that if we loaned more than one billion 
dollars to our allies, we would drain our country of its resources. 
We have already loaned them some five billions, and we have bought 
back three billions of our own securities, and we are raising a large 
sum of our own. That shows how these problems change as we 
approach them. 

I have lately been making for an entirely different purpose, 
& close analysis of what may seem to be an uninteresting subject— 
the personnel as shown in the directory of the New York Stock 
Exchange. It is a very great revelation, although I have made 
very similar analyses before. If you will go through that directory 
you will find there a machinery, for the most part, unknown to 
the world for investment of surplus wealth, that is perfectly marvel- 
ous. I don’t refer to what we ordinarily call the bond or brokerage 
business, but to the fact that this cougtry is approaching, as Eng- 
land has long ago done, the position of being a possessor of great 
accumulated wealth, and that one broker after another is really 
nothing but a family investment agent. That is what it amounts to. 
There are railroad magnates, bankers, steel kings, copper kings, 
and so on indefinitely. Hundreds of firms in the New York Stock 
Exchange are nothing but channels for the investment of accumu- 
lated wealth, and I do not think we realize how much there is of 
that in this country. 


BORROWING AS A PHASE OF WAR FINANCIERING 


By Henry C. ADAMS, 
University of Michigan. 


Since the United States became an active belligerent many 
opinions have been expressed relative to the financial management 
of this war. I have tried to analyze these opinions in order to 
discover, if possible, the economic basis on which they rest. I 
have also followed the debates in Congress on finance bills, and 
have read the utterances of the Secretary of the Treasury, who, by 
virtue of his official position, ought to be the leader in financial 
opinion and the formulator of a comprehensive financial program. 
While the legislative outcome of all this writing and speaking does, 
on the whole, command a qualified approval, it fails, as it seems 
to me, to grasp the significance of the industrial side of war finan- 
ciering. It is exclusively to this phase of the subject that I ask 
your attention. 


PUBLIC AND PRIVATE CREDIT COMPARED 


My first remark is not so much critical as it is the expression of 
a neglected truism. Much of the gratuitous advice given to Congress 
rests on the implication that the rules of credit evolved from the 
“study of ordinary business experience can be carried over and 
applied without modification to government borrowing in time of 
war. This, of course, is not true. Capital borrowed for commercial 
investment is a ster in capital building; capital borrowed for war 
uses IS & step in capital dnnihilation. The iormer adds a new 
source from which tae fund of free capital may be filled; the latter 
not only prevents the opening of new sources, but it tends to dry 
up some of the sources from which free capital now flows. Any 
program for the financial management of a war that fails to recog- 
nize, and to act on, this truth, is bound to meet misfortune. 

Again, in the case of private borrowing, it is the continued 
prosperity of a particular business that validates the underlying 
securities; in the case of public borrowing, it is the continued 
prosperity of all industries, regarded as a production unit, that 
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W gives worth to government bonds. From this, also, the war finan- 
cier may read a lesson. 

But perhaps the most significant differenee between the use 
of credit for investment and fcr war is found in the principle upon 
which reliance must be placed for the control of each. The com- 
mercial investment of capital is controlled by the expectation 
of personal profit and, consequently, all of the well established 
laws of business conduct may be used as tests for such an invest- 
ment. This control and this test are absent when a government bor- 
rows money to meet the cost of war. It means the adjustment of 
credit contracts with a view to their ultimate results as well as their 
immediate success. This megns the possibility, if not indeed the 

v/necessity, of a radical interference with the orderly procedure of an 
established market for capital. The selection of a rate of interest 
on & government bond, for example, does not so much depend on 
the ability of the.government to sell its bonds, as it does on the 
industrial effect of the sale of bonds at the rate selected. The 
experience of an industrial promoter who holds in mind the making 
of a profit by a particular enterprise, is of slight importance for the 
solution of the task of carrying through the finances of a great war. 
A new set of industrial purposes and new conditions for the use of 
the machinery of credits are brought to the surface by the advent 
of & war. This is the first thought to which I desire to give ex- 
pression. 


Toe NATURE OF THE WAR BURDEN ' 


It is equally necessary to: understand correctly the content 
of the war burden. This is not, as many seem to reason, the sense 
_of deprivation that comes with the payment of money, whether the 
occasion of that payment is to fill a loan or to cover a tax. "There 
is doubtless a psychological side to war financiering. A successful 
treasury policy must make proper use of the motives by which 
men are controlled when they deal in business affairs. But this 
does not mean that the industrial burden of a war is a mental state, 
or that the chief element in that burden can be spread over a period 
of time by the manipulation of credit instruments. 
The burden of a war, correctly apprehended, consists in the use 
of the productive power of the country for unproductive consump- 
tion. When a nation declares war, it has turned its face towards 
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commercial bankruptcy. Its position is altogether like that of a 
railway that continues to operate even though it fails to maintain its 
property out of current revenues. ‘his, of course, means, in the 
case of the railway, that the management borrows from its property; 
that capital is depleted to cover operating expenses; and it is only a 
question of time before such a practice will carry the property into 
the hands of a receiver. 

This is equally true of the industry of the nation regarded as & 
collective business unit and from this statement one may read the 
task of the financier in time of war.( Tt is for him to so control both 
the machinery of credit and the machinery of taxation that the 
productive power of the country may be used to make headway 
against unproductive consumption, and at the same time to hold 
under control those forces that tend to wreck the industrial organiza- 
tion by which that power is maintained. This is the gist of the 
problem of war financiering and every act of government.) whether 
within the Treasury or without, that fails to test its merits by 
this rule is likely to prove to be an embarrassment to sound finan- 
clering. i i 

This point of view is familiar to all students of finance but 
somehow it always needs to be “hammered in” when the occasion for 
& war program arrives. For that reason, I venture to try to express 
it in another way. The claim for production in time of war need 
be no greater than that claim in time of peace. "The'demands of 
government are doubtless increased and there is also an embarrass- 
ing change in the kind of things demanded; but this demand, if 
considerable, must result in the curtailment of ordinary peace de- 
mands. This means that the task of carrying through a great war 
involves a radical readjustment of established industries. It is 
the cost of this transition that constitutes the great, the acute, the 
immediate burden of the war—a burcen none the less real because 
it is unrecorded on the books of the Treasury. This transition ought 
to be attained at the earliest possible moment, so that balance in 
market conditions may be restored and maintained notwithstanding 
the change in the character of current consumption. To assist 
in this transition, if not indeed to place it under guidance and 
control, is a peculiar service of credit financiering; and it is the 
recognition of this responsibility that ought to give a definite 
industrial purpose to public borrowing during the first and second 
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vears of a great war. This, and this alone, will enable the financier 
to lay the foundation of a trustworthy program of treasury ad- 
ministration. `. 


Ton BEARING OF INDUSTRIAL CONDITIONS 


Since the task of financing a war centers in the control of 
industrial conditions, the industrial situation at the outbreak of 
hostilities is of great significance. This remark applied to the 
business situation of last spring calls for three observations. 

First. The foreign market for capital was closed. The United 
States had for two years been loaning work to Europe. England, 
France and Russia were still in the American market with large 
orders for war munitions and their inability to pay for goods received 
had so affected foreign exchanges that settlement with American 
capital became a necessity. Under such conditions the classical 
argument in favor of a loan policy at the outbreak of a war was no 
longer applicable. It was not possible for this country, last spring, 
to relieve the first stress on home industries by calling to its sid 
the workshops of foreign countries. It was not possible to wait, as 
might have been done if bonds could have been sold in the foreign 
market, for the law of supply and demand, working through an 
inflated market, to effect the necessary readjustments in industry. 
This, so far as I know, is a new situation in war financiering. Since 
the world became familiar with international credits, there never 
has been a war that involved practically all of the capital-building 
nations of the world. 

The lesson to be read from this situation is not far to seek. 
The United States must rely on its own capital and on its own labor 
for carrying through this war; and the quicker this capital and labor 
are organized to produce what the war needs, the earlier will the 
industrial phase of the nation’s finances be brought under control. 

Second. The second fact in the present situation I do not 
profess to understand. Not only is the door closed to foreign 
borrowing, but the financial center of the world has been transferred 
to New York. This, at least, is said to be the case. It is referred 
to by responsible writers as a fact of great significance and as an 
element of strength in the financial situation of this country. This 
may perhaps be true, but it looks to me like an increased demand for 
American capital in addition to our current industrial and war 
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demands. It may mean, however, the flow of neutral capital to 
New York and possi ly of selling Unitad States bonds in the Orient, 
in South America and in the neutral countries of Europe. But I 
confess that I do noz understand what this transfer of the financial 
center of the world to. New York mav mean, and let it pass as an 
important fact that should be analyzed &nd mastered by those 
who are responsible for the finaneial program on which this war is 
to be fought out. 

' Third. A third fact of importance in the industrial situation is 
that the outbreak of hostilities found this country in a condition of 
inflated and one-sided prosperity. Had the formulation of a 
financial program taken place in 1918, when business was relatively 
slack, the task of the financier would have been somewhat easier. 
Under such conditioas reasonable taxation would have acted as a 
stimulant, and the expansion of government demands would have 
been regarded as industrial encouragement. It would have been 
possible, by a judicious use of public credit at normal rates of 
interest, to have assisted, if not to have forced, the beginning of an 
industrial transition from a condition of peace to a condition of war. 

The practical suggestion that springs from the fact that in 
April last this country was in a condition of unhealthy prosperity 
pertains to the rate of interest that the first public loans should 
have borne. Of course, we who are on the outside do not know all of 
the considerations that led the administration to issue its first 
loan at 34 per cent end its second loan at 4 per cent. These con- 
siderations may have been non-financial in character; but, if a 
quick change in the industrial machinery of production is accepted 
as the prime test of a sound financial program for the first year of 
belligerent conditions, there is reason to believe that this result is 
retarded rather than hastened by an issue of public bonds at a rate 
of interest below the normal market rate. It is, however, of slight 
use to discuss this phase of the problem. The two liberty loans are 
accomplished facts. They are a new factor to be considered in 
the further financial conduct of this war. The manner of their 
industrial working is at present highly speculative. It is possible 
that the movement in capital resulting from them is along channels 
that will help rather than hinder the reorganization of the workers 
of this country on a war footing. Of the enthusiasm which they 
aroused there can b» no question, and this fact at least is the 
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occasion for encouragement. But the making of & program 
adequate to meet the demands which this war is likely to impose 
is & task as yet unaccomplished. 


A SUGGESTION 


There is nothing new in the principles of the science of finance, 
but the application of these principles to ever changing conditions 
sometimes justifies the consideration of new expedients. It is 
from this point of view that I desire to say a word. 

There are three facts respecting the conditions under which 

this war is being fought that impose unusual responsibilities on 
the administration. The first is the dependence of the allies on 
the United States for an adequate food supply; the second is the 
development of a sense of social justice which forbids the govern- 
ment to make use of market infldtion for carrying through a drastic 
financial program; and the third is the remarkable growth.of class 
interest as exemplified in the constant demands for increased 
wages. - 
The situation created by these three facts is serious. They 
make the task of financing this war a difficult one. Thus far, 
the administration has endeavored to meet these responsibilities 
by establishing an organization for food control; by attempting to 
control the minimum price and to execute contracts on the basis of 
analyzed costs; and by accepting the financial liability for the 
payment of wages in order to keep industries going. These attempts, 
also, like the issue of the liberty loans, must be regarded as ele- 
meénts in the present situation, so quickly do ideas crystallize into 
conditions. The suggestion which I wish to make is that this effort 
on the part of the government to control the food situation, to 
adjust prices for munitions of war, and to pay wages which will 
keep the wheels of industry turning, cannot be carried on success- 
fully each independently of the other; nor can any of them be 
accomplished unless they are made to correlate with the issue of 
bonds and the collection of taxes in a comprehensive, consistent 
and adequate treasury policy. These tasks are, from their nature 
and because of their industrial significance, a part of the task of 
financing & war. 

It is possible to make this suggestion a little more concrete. 
Consider, for example, the problem of food supply. Nothing will be 
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accomplished by the declaration of a minimum price, or by an attempt 
on the part of the Zederal government to out-speculate the specu- 
lators. If anything effective is to be accomplished along this line it 
is essential that the ordinary considerations of commercial profits 
should be brought into play under the direction of & publie pur- 
pose. Last spring à special effort wes made to induce farmers to 
raise potatoes. The farmers of Michigan expressed themselves as 
willing to plant potatoes provided they were guaranteed a normal 
profit on the planting. They asked the guarantee of a maximum 
price or of a price adjusted to an analysis of cost. This the gov- 
ernment was unwilling to do. According to the premise laid down 
in this paper the government should have guaranteed the price and 
have covered the guarantee by an issue to the individual farmer, 
in case of accruing liability, of a 5 par cent bond. Assuming this 
to have been done, not only in the case of planting potatoes but 
in every other crop the production of which in adequate amounts is 
essential for carrying on this war, and assuming that the direction 
of agricultura! planting had been sought under the guidance of the 
administration, not only would the bonds have been placed where, 
from the politieal point of view, they would do the most good, but 
the industrial problem, so far as war financiering is concerned, 
would have been solved for the industry of agriculture. Sugges- 
tions for the administration of such a project may be found in 
the way France manages her tobacco monopoly. 

The same procedure could be followed with factories that 
furnish the government with war supplies. A certain portion of the 
amount that the government must engage to pay (perhaps an 
abnormal profit, who can tell?) could be covered by government 
bonds. This suggestion is especially pertinent in the case of the 
building of new factories to meet the new war demands. In such 
cases, the uncertain element is the depreciation in the value of the 
investment when the war draws to a close. It is the fear of this 
loss that retards the outswing of new investments for producing 
what the government needs. Eight per cent current profit, with 
the possible loss of a 100 per cent depreciation in two years due 
to obsolescence, is not an attractive outlook. It is a reasonable 
proposition, in order to encourage the investment of private capital 
in war production, for the government to promise to reimburse 
investors for such loss of capital as they may sustain, and the easiest 
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way of covering this loss is by the issue of bonds to factory owners 
equal to the depreciation of obsolescence. By this means, the 
immediate necessity of ready money collected through taxes would 
be reduced; and this, as every student of finance knows, 1s the 
only justification of the use of public credit. 

The suggestion here submitted might be used, also with good 
advantage, in the treatment of wage adjustments. If the govern- 
ment must guarantee wages in order to keep industries going, it 
would be highly advantageous for such guarantee to be covered 
by the use of publie credit. The idea of partnership between the 
government and certain industries during the continuance of the 
war, would, by this expedient, be extended to the great body of 
industrial workmen. The difficulties, as well as the advantages of 
this plan, lie entirely on the surface, and for this reason I do not 
venture at this time to consider the details of the suggestion. 


FINANCING WITH WAR SAVINGS CERTIFICATES 


By FRANK A. VANDERLIP, 
President, National City Bank, New York City. 


The first factor in a financial problem, whether that problem 
has to be answered by a corporate manager or & minister of finance, 
is its size, and one of the most remarkable things about the present 
problem of borrowing by the government is that the size of the 
problem is utterly unknown. No one can tell within billions of dol- 
lars what the demand will be upon the treasury in the eight months 
that are left of this fiscal year. 

Billions of dollars is a new phrase. Our whole debt was but a 
billion dollars when this war broke out. Few of us, if any, under- 
stand what a billion dollars is. When Congress got to appropri- 
ating in amounts reckoned by manv billion dollars, I think that 
Congress itself almost lost track of wkat it meant. Appropriations, 
indeed, were so large that they were much misstated at the close of 
Congress. There was an official statement that the appropriations 
of this Congress had reached twenty-one billion, three hundred mil- 
lion. That amount was an error. The exact figures are not yet 
made up, but I was told at the Treasury recently that the present 
estimate 1s nineteen billion dollars, the former estimate having had 
some duplications. 

Appropriating money has usually meant spending money. 
That does not necessarily follow when you get into sums approxi- 
mating twenty billion dollars. Not only are we just learning 
the amount of the appropriations, but no one can tell within 
several billion dollars of how much of those appropriations will be 
used. 

When war broke out we were as completely unprepared as it 
was possible for a nation of this size to be. We started to prepare, 
to prepare in every way, to prepare for a long war. Men charged 
with the responsibility of preparing this thing or that went atit with 
energy, with enthusiasm, with a patriotic desire that the thing that 
they were responsible for should be fully prepared at as early a date 
as possible. The result of that has been that we have a situation in 
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which no perspective has been put upon the problem. Emphasis 
has been placed everywhere. 

It follows that these huge sums asked for from Congress were 
patriotically granted by Congress—Congress could do little else. 
There is no use of fault finding with the amount of this total. There 
is no just ground for criticism, but it is a total so huge that it is al- 
most beyond comprehension, and a total so uncertain when it comes 
to the actual demand for credit from the Treasury that the Secretary 
' of the Treasury is facing a situation in which he cannot calculate, as 
I have said, by billions of dollars what the total demand upon him 
will be. 

Now money does not fight a war. We can appropriate money. 
We can provide credit but that does not accomplish the result. It 
is current effort, it is man power, it is industrial capacity, it is goods 
and services. So no matter what we appropriate, no matter what 
the Treasury provides, the sum that will be spent will be measured 
by the goods and services that can be bought. 

In my own opinion—and this is in no sense an official opinion or 
one representing the government—I do not believe that the total 
expenditures can reach by a very long mark the total appropriations. 
It is true that contracts have been made or are in process of being 
made, that will absorb, let us say, the total nineteen billion dollars, 
but no man can say when the goods that are being contracted for 
will be delivered. We are putting & pressure upon the industrial 
capacity of the country that is undoubtedly greater than it can 
meet. Up to the present time there has been no directing mind 
over this problem saying what is most necessary, what is absolutely 
essential and what can be deferred, measuring the industrial capacity 
of the people to see how the demand should be applied to our total 
industrial resources. 

That is going to be necessary if we bring efficiency and democ- 
racy into harmony. At present there may be as great activity put 
upon providing proving grounds for a gun that will not be built in 
two years as there is in providing something that should be going 
into the next ship; and the ship will be the controlling factor of what 
we are &ble to do. 

It does no good to call men from the draft, to build expensive 
camps for them, to provide them with arms, if we cannot transport 
them, if we cannot feed them in the field, if we cannot provide the 
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things that are necessary to an army. It is this necessity for per- 
spective on the situation that is the most needed thing that I see in 
Washington and the thing that will determine what the financial 
problem of the government is to be. 

But let us suppose that it is to be nineteen billion dollars within 
the fiscal year—-and the figures would seem to indicate that that is 
it. The different departments declare that they can spend the 
amount of the appropriations up to that total. I doubt myself if 
they can, but that is the belief of the people who are responsible for 
the expenditure. With that statement in mind, the Secretary of 
the Treasury stated prior to the second liberty loan that it would be 
necessary to float fourteen billions of bonds this year. That state- 
ment was entirely warranted with the facts before him. I believe 
the result will be a very much smaller flotation. I think the situa- 
tion can be so managed that a total of so huge an amount of bonds 
need not be presented to the investing public. 

Now, on the hypothesis of nineteen billions, we would have 
raised two billions from the first liberty loan, which was sold in the 
last fiscal year but paid for in this. We would get a minimum of 
three billions from the second liberty loan. Happily, it will be con- 
siderably over that. The optimistic view is that we will get four 
billion dollars from taxation. That would leave ten billions from 
additional bonds. 

With the almost religious fervor that has been manifested in the 
sale of these bonds it is entirely possible that that amount of bonds 
could be sold, but in my opinion that amount of bonds will not be 
necessary. I would rather make a forecast—and remember that it 
is on the most inadequate data, that itis entirely personal and subject 
not only to what can be spent but what may still be appropriated 
and spent during the fiscal year—but I can guess that we might 
work the situation somewhat this way: receiving from the first 
liberty loan, two billions; from taxation, four billions; from short- 
term treasury certificates, let us say a possible total of four billions; 
from the second liberty loan now sold, somewhere between three and 
four billions; from War Savings Certificates, of which I shall speak 
later, possibly a billion. Now, with those resources there would be 
left only the task of providing from future libertv loans four or five 
billions to make the total nineteen billions—four or five, depending 
on whether three or four are realized from the loan just closed. 
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I see no reason why there should not be a very large amount of 
financing done with the short-term treasury note. The government 
has become the great purchaser; the government is conducting a 
great part of the business of this country. These short-term treas- 
ury notes are in effect government commercial paper. They are 
entirely proper for a bank to hold and there is capacity in the bank- 
ing situation to readily carry the total of four billions. It would 
require but a shade over 10 per cent of the resources of each bank 
invested in these short-term treasury warrants to make up a total 
of four billions. 

I want to explain something of the War Savings Certificates. 
I want to take you into my confidence and tell you just what we are 
going to do later with this scheme of War Savings Certificates. 

In the act authorizing the second liberty loan, Congress granted 
authority to the Secretary of the Treasury to issue two billion dol- 
lars of War Savings Certificates. The act declared that they should 
not run over five years and that it was unlawful for a person to hold 
more than a thousand dollars. In other respects the matter is left 
wholly to the discretion of the Secretary. He has done me the 
honor of appointing me chairman of the committee to work out 
the details and the, flotation of these two billions of War Savings 
Certificates. 

We have had the experience of England, which: has been ex- 
tremely successful, but in viewing that experience we have decided 
to depart materially from the English plan. The English plan made 
the maturity of each certificate five years from the date that the 
money was paid into the post office. The date of payment, there- 
fore, had to be officially noted, and the dealing, D had to be 
entirely with the post office. 

I desired to evolve a plan whereby people would not be con- 
fined to dealing with the post office, whereby there would be the 
greatest facilities for offering these securities for sale. It was neces- 
sary to have either a fixed maturity and a changing price or a change- 
able maturity and a fixed price. We chose the fixed maturity and 
the obligation of the United States will be issued as of January 2, 
1918, to mature January 2, 1923. It will be in the form of a large 
stamp, printed in green. executed by the Bureau of Printing and 
Engraving. That stamp will sell in the month of January at four 
dollars and twelve cents. Four dollars and twelve cents at four per 
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cent, at compound inzerest, compounded quarterly, would amount to 
five dollars at. the end of five years. 

When a purchaser buys his first stamp he will be given a certifi- 
cate on which there ere spaces for attaching twenty of these stamps. 
When the purchaser buys his first stamp and attaches it to the cer- 
tificate his name is written with his address and street address. He 
then has all the rights in respect to one stamp that he would have in 
respect to a certifica;e filled with stamps and there is the incentive 
to add more because of the vacant places. If he holds that until 
maturity, January 1, 1923, he can get £t any post office, five dollars. 

Now, it is the irtention of the government that he should hold 
it to maturity, but if his exigencies are such that he needs the money 
before maturity, he can &t any time, av any post office, on ten days' 
notice, receive what Re paid, plus one cerít & month in respect to each 
stamp. Thatis about 3 per cent—a little less than 3 per cent simple 
interest—-so there is an advantage in his carrying it to maturity; 
but if he heeds his money sooner he can get it at any post office 

Now, suppose heloses this. It will be contained in an envelope 
which will inform the finder that it is of value only to the owner, and 
the finder need do nothing but drop it into the nearest post office box 
without postage or further address. The post office will return it to 
the owner. Suppose a dishonest person finds it and undertakes to 
forge the name of tke owner. If he does that successfully and the 
post office pays him, the owner has lost his money. If the docu- 
ment is burned up cr otherwise disappears, the owner has lost his 
money. 

The prospective purchaser may say, “That will not do. That 
is not satisfactory. I want greater safety." Very well, the gov- 
ernment offers greater safety. If the owner chooses to go to a post 
office and have this registered, the starnps that he has attached to it 
&re cancelled; if he vill then go, whenever he attaches an additional 
stamp, and have that registered, he is then in a position where, if it 
is stolen, lost or destroyed, it is nothirg more than a pass book and 
the post office will ray to the rightful owner, whether he produces 
his certificate or not 

For the purpose of accumulating four dollars in small amounts, 
the government will issue a small stam», the size of a postage stamp. 
It is called a thrift stamp, costs twenty-five cents and there is a thrift 
card given upon which there are places for sixteen of these stamps. 
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When that is filled, it can be exchanged, with twelve cents or thirteen 
cents or whatever the price in the month of the exchange may be, 
for one of the other stamps that bear interest. These thrift stamps 
bear no interest. 

Now we hope to raise two billion dollars with these small obli- 
gations. But that is the smallest thing that we hope to do with this 
scheme. We hope to impress thrift upon this people and we hope 
to carry over the idea that this country cannot produce twenty bil- 
lion dollars of goods for the government unless people will be eco- 
nomical, unless they will refuse to employ, on unnecessary work 
making unnecessary things, the labor which the government needs 
upon the things that it requires for the war. That is the great les- 
son that we want to impress and the great good that I see that will 
flow from this War Savings Certificate plan. 

And it is a lesson that must be learned not alone by the people 
who can save only in small amounts, but by everyone of us, and most 
of all by the business man who wants business as usual. It is im- 
possible and utterly undesirable that we have business as usual. It 
is necessary that the whole &vailable man power of this country be 
used for the purposes of the government; and the man is unpatriotic, 
no matter how much money he has in his pocket, who will employ 
labor to do &n unnecessary thing and thereby compete with the 
government for labor. 

I do not take a pessimistic view in the least in regard to the 
future of government finance. The demands that are to be made 
upon the Treasury are huge beyond anything that we have ever 
known. ‘To illustrate how great they are, every expenditure that 
this government had made from 1791 to the beginning of this pres- 
ent year, through the War of 1812, through the Mexican War, 
through the great Civil War, through the Spanish War—every ex- 
penditure of every kind footed a little over twenty-six billions; and 
we are preparing to spend nineteen billions in one year! That 
_ measures somewhat the size of the task with which we are engaged. 

‘But that expenditure is not all of the unproductive type. We 
are going to loan seven billion dollars of that nineteen to our foreign 
allies. We are going to spend considerably over-a billion in the 
creation of a merchant marine. There are a great many expendi- - 
tures that are of more or less a permanent character, so that it 1s not 
all wasted, not all gone. 
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But whatever the amount that it is necessary to raise and I 
must admit the difference is very wide between what the figures 
taken from one source or another might indicate—but whatever 
that amount is, there is capacity in the people to raise it. The first 
liberty loan, two billions in extent, was taken by the people, not by 
the banks. It was al absorbed within & very few weeks so that there 
was practically none left either in the investment account or in col- 
lateral in banks—the most amazing exhibition of financial strength. 
When the total of this last loan has been announced, we will know 
that that total will be another amazing exhibition. 

The judgments cf the Treasury in regard to the type of bonds, 
in regard to the amornt, the form of offering, ete., have been proven 
to be wise. They were at variance at times with the advice of ex- 
perienced men, but the advice of experienced men was at variance 
one with another. Results, it seems tc me, have very fully demon- 
strated the wisdom of the Secretary of the Treasury in the various 
decisions that he has made in regard to government finance up to 
the present time. : 

I have gone back into the Treasury after an absence of sixteen 
years and I want to dear just a word cf testimony to the efficiency 
of that great business machine. It is ane of the most efficient busi- 
ness organizations in this country. I believed that was so when I 
was in the Treasury n2arly twenty years ago. When I go back there 
and find men still oc2upying the high positions that they occupied 
when I was there, or other young men that I brought there, because 
of their trained ability, now occupying places of importance, I know 
that the Treasury has not been raided. 

The Treasury is still the efficient machine that the government 
ought to have in this great crisis I believe that we can look on the 
leadership that we are to have through this crisis with satisfaction, 
and I believe that wkatever turns out to be the size of the task, the 
people are competent to meet it and will meet it. i 
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WAR TIME BORROWING BY THE GOVERNMENT 


By Morrmmr L. Scurrr, 
Kuhn, Loeb and Company, New, York City. 


We have not been & borrowing nation and it is a new departure 
for us to have recourse to loans to provide for our needs. This is 
very &pparent if we compare our national debt with that of other 
countries. Before the war, ours was only about $11 per capita, 
while that of England and Germany was about $75 each and that 
of France about $160. The war has changed this and, as closely 
as one can estimate, our per capita debt has risen already to-about 
$70, while that of England and France is over $500 each and that of 
Germany about $350. We are dependent on our own resources, and 
it is our own people who must find the funds for financing our ex- 
penditures. We borrow at home and require no special safeguards 
for our bonds, such as some nations have been forced to provide 
in order to interest foreign capital. With us there are no questions 
involved of pledging certain revenues, of giving collateral security or 
of having lottery features. The simple promise to pay of our 
government is sufficient, and the main questions which our authori- 
ties have to consider are the amount and frequency of the offerings, 
the price of issue, the rate of interest, the length of time which the 
bonds are to run and whether they are to be taxable or not. 

It is the policy of our government that its loans shall be offered 
for public popular subscription without discrimination, that they 
shall be issued at par and that no commissions or advertising ex- 
penses shall be paid. There can be no disagreement as to the first ` 
proposition, the second and third are somewhat open to question. 
European governments have never hesitated to issue bonds at a 
discount, realizing that this is simply a method of expressing the 
interest rate to be paid. In addition, there is a certain appeal to the 
investor in a bond at a discount, which is lacking in one issued at par, 
as experience has shown that in the former case there is as a rule 
more chance of the market price advancing towards par, than in the 
latter of its going to a premium. 
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As to the payment of commissions, European governments 
have found it of advantage to do this; not onlv in order to reim- 
burse in this way benks, bankers and brokers in part at least for 
their out-of-pocket expenses, but also to encourage and stimulate 
competition among them in securing subscriptions. Much can be 
said in favor of this and while it would help materiallyin placing 
our loans in this country, I think we can continue to do without it 
and rely upon the patriotism of financial agencies to do their utmost 
to secure subscriptions, even though it costs them money to do so. 
The same holds true of advertising expenses; with the mass of news- 
papers and publications of all kinds circulating in this country, the 
cost of paid advertising would probably be prohibitive, as all would 
have to receive cons_deration for political, if for no other reasons. 
The system, which Secretary McAdoo has adopted, of central com- 
mittees in each federal reserve district, with a mass of local and 
trade committees to assist them, is probably the best method at our 
disposal to reach all the people of this country. It has been inspiring 
to see the readiness with which men and women have given their 
time and effort, to say nothing of their financial contributions. 
For instance, in the Second Federal Reserve District, about which 
I am best informed, :t is estimated that the committee in the recent 
loan had made available to it by advertisers an amount of free ad- 
vertising space which, if paid for, would have cost at least $1,000,000. 
This system of volunteer service has worked exceedingly well and 
has created a treihendous volume of enthusiasm and coöperation, 
which could hardly Lave been secured in any other manner. 

The amount to de offered at any one time must be determined 
not only by the financial needs of the government, but also by the 
power of absorption of the public. England made her loan of last 
February an open one, with no fixed minimum or maximum, and 
secured over $5,000,000,000 from about 8,000,000 subseribers. 
Our first loan was limited to $2,000,000,000 and the recent one was 
in the nature of a compromise, with a minimum of $3,000,000,000 and 
an over-allotment to a certain extent permitted. Theoretically, the 
best way is an open Joan in order not to be limited to the allotment 
of a definite amount. Each subscription then becomes an actual 
purchase and the machinery is much simplified. It is always easier 
to sell securities outr_ght than to offer them for subscription, subject 
to allotment. This has been recognized in the last issue by the 
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acceptance of payment in full and allotment at once of subscriptions 
of less than $1,000, with immediate delivery of temporary bonds. 
The small subscriber does not want to sign a subscription blank, 
make a deposit and then go through & considerable amount of red 
tape before he gets the actual bond. He wants to pay for and 
receive his bond without any formality and with the minimum of 
bother. The same holds true to a great extent of those who are 
willing and able to take larger amounts. It seems doubtful to me, 
however, whether the country is ripe for an open offering and I am 
inclined to believe that the best results will be secured if we continue 
for the present, at least, the policy of offering a definite amount with 
a, partial or possibly even an entire over-allotment permitted. The 
recent loan has furnished conclusive evidence that the American 
temperament requires the stimulus of having a mark to shoot at. 
It is apparent that the success of the offering was due primarily to 
every district, every locality, every agency knowing what it was 
expected to do and striving to provide its quota. The allotment of 
a definite share of the responsibility to each community and to every 
financial institution has proven its effectiveness, and I am convinced 
that if it had not been possible to make this appeal to local pride 
and individual rivalry, no such amounts of subscriptions could have 
been secured. . 

The matter of timing the offerings is fraught with considerable 
difficulty. It would be best, of course, if there could be a suffi- 
ciently long interval between issues to enable th€ accumulation of 
profits, income and savings, but with our enormous requirements, 
. this may not be feasible and it may be that our offerings must follow 
each other in rather quick succession. England, however, has found 
it possible to let a longer period elapse between offerings and to rely 
in the meantime on receipts from taxation and on short time bor- 
rowing. Even in Germany, where there has been apparently very 
little, if any war taxation, there has been an interval of at least six 
months between issues. In the recent loan, we found that the re- 
sponse from corporate employes was inferior to that in the first loan, 
because they had not yet completed their payments on the bonds of 
the first issue to which they had subscribed and, therefore, were not 
disposed and probably not in a position to pledge any considerable 
further amounts of their wages and salaries in partial payment for 
subscriptions to the new issue. Another reason for avoiding, if 
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possible, offerings coming in too quick succession, is that both the 
public and the workers must be given a rest; otherwise enthusiasm 
is apt to be lessened and the issue may fall flat. The most effective 
method would be to so time our issues as to follow and have direct 
relation to military successes, or even failures. This would make the 
task of placing the bonds much easier on account of the psychological 
effect on the people of such happenings, but I realize that this pro- 
cedure is hardly feasible. 

The most important question which the Treasury Department 
has to determine in the case of each issue, subject of course to the 
authorization given by Congress, is the rate of interest, as with our 
policy of offering bonds at par, it is this which expresses the offering 
price and the return which the bonds yield. If our people are to 
invest readily in government bonds we must induce them to do so 
by offering them proper terms. It is all very well to depend upon 
patriotism for the sale of & certain amount of bonds, but the tre- 
mendous sums which this war requirea to be raised by loans can be 
forthcoming only if the economic inducement to subscribe is pro- 
portionate to the yield oi otherinvestments. Experience, both here 
and abroad, has shown that while many subscribe from patriotic 
motives and with liztle consideration to the yield of the bonds, the 
main appeal must be based on the quality and attractiveness of the 
security itself as an Investment. No citizen has the right in times of 
war to invest his savings as he likes, looking only to the security of 
the principal and the opportunity for profit. Business cannot and 
must not go on as usual during war and priority must be given the 
needs of the government, be they for steel, coal, money or any other 
commodity. But a fair price must be paid for money, just as for 
anything else, even though the government is entitled to the lowest 
possible interest rate and to have its needs supplied before those of 
private enterprise. The general trenc. of the investment market can- 
not be ignored with impunity. A certain margin between the yield 
of government bonds end those of other high-grade investments is 
permissible, if this margin is stretched too much the public may not 
respond. For the government to pav a liberal rate of interest on its 
loans is the wisest policy. It draws small and large savings to the 
Treasury and thereby discourages extravagance among the people 
at large, thus mak:ng it easier for tke country to obtain the things 
it needs for the war. The rate of interest depends also on whether 
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principal and interest of the bonds are taxable or not and, if so, to 
what extent. It is readily seen that the higher the rate the less 
necessity there is for full or partial tax exemption, but on the other 
hand, if the rate is too high the effect on other securities is bad and 
may result in serious collapse. With our enormous requirements, 
however, we must attract all capital and savings, be they large or 
small. It has been said that making bonds tax free is a discrimina- 
tion against the small subscriber, but is not the reverse also true? 
Why are not taxable bonds just as much a discrimination against 
the large subscriber, whose ready response to government loans is at 
least equally important? Would it therefore not be best if we 
offered the subscriber the opticn to take either a tax-free bond bear- 
inga comparatively lowrate of interest, or a taxable one at a rate ap- 
proximating the return on high-grade taxable investments? The 
difference between the two could be about the average income tax 
on larger incomes, so that, except in special instances, which would 
probably not be very numerous, the net return of both classes 
would be substantially the same. Some specially situated might 
get some advantage from such a policy, but that can hardly be 
avoided when we are dealing with matters of such magnitude. 

I favor the amortization of government loans by sinking fund 
payments, as heavy maturities sre thus avoided. We are borrowing 
at low rates of interest compared to other belligerents, and are lend- 
ing to our Allies at the same mcderate rates. Would it not be better 
for us all if an amortization charge were added semi-annually so that 
repayment were spread over a number of years, instead of the 
entire amount coming due at one time? If such a policy were 
adopted it might be well to limit our special taxation for war pur- 
poses to an amount sufficient to provide for the interest and sinking 
fund on such bonds as may be issued. In fixing the method of re- 
payment, we must have in mind not only ourselves, but also our 
Allies and be guided to a considerable extent by what is most con- 
venient and least onerous to them. It may be necessary for this or 
other reasons for us to continue the policy of a fixed maturity, with 
the bonds subject to redemption at an earlier date, in whch case the 
maturity to be selected will depend upon various factors. If, in 
order to make the issue a success, a high rate of interest is necessary, 
the bonds should have a comparatively early maturity, as it is in the 
interest of the government that such a loan be refunded into a lower 
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interest-bearing issue at the earliest possible moment. It must not 
be overlooked, however, that the higher the rate the more desirous 
the investor is to insure the receipt of such return on his investment 
for the longest possible period and the longer the life of such a bond, 
the more attractive it becomes. Short time loans, such as our 
existing issues of Certificates of Indebtedness, are the easiest type of 
security to sell, as they have a special a»peal to banking institutions 
and are for them a particularly attractive form of investment. 
But that is after all only temporary financing. In long time bor- 
rowing, the effect on posterity must also be considered. If the life 
of the bonds 1s very long, it is not fair to future generations; if it is 
very short, the burden is too great on the present one. The middle- 
road is probably the best, and I am inclined to think that unless the 
rate of interest must be materially increased, a maturity of from 
twenty to thirty years is probably the most desirable, both from the 
standpoint of the government and of the investor. 

Of course, in the case of each issue, there are many questions of 
detail which must be settled, but as we become more experienced, 
these become simplified and more and more definite rules can be 
laid down. Such are the sizes of the pieces, the machinery of re- 
ceiving subscriptions and of delivering bonds, the dates for payment, 
partial payment plans, terms of convertibility into future issues, war 
savings certificates and their relation to long time issues. The latter, 
as well as partial payment plans, are of great importance, as the loan 
of his savings to the government must be made simple and con- 
venient to the small investor. It is towards him particularly that 
most of the educational work has to be directed and the result has 
shown that the man of moderate means and the wage-earner can be 
induced to invest in government securities, even though heretofore 
they may not have been buyers of bonds. The only class which it 
seems difficult to reach, are the farmers, and the response from them 
appears to have been unsatisfactory. It is strange that this should 
be so, as they are so prosperous. ‘Their burden of taxation is com- 
paratively light and the least we can expect is that they subscribe 
liberally to government loans. 

The subscribers to small amounts find often considerable 
difficulty in providing for the safekeepirg of the bonds they purchase. 
Most of them have no facilities for this purpose and many of them 
do not appear to have even a bank account. Many banks, trust 
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companies and safe deposit companies have offered their services free 
for the taking care of limited amounts of the bonds, but these small 
investors do not as a rule know how to go about it to avail them- 
selves of these facilities, even when they are available. The gov- 
ernment should provide some system by which the small subscriber 
would have & minimum of trouble and no expense in properly safe- 
keeping the bond or bonds which he purchases. We might well 
follow the example of. England and utilize the federal reserve banks 
in this country in a capacity similar to that of the Bank of England 
in Great Britain. As I understand it, any holder of British govern- 
ment securities can take them to the Bank of England, have them 
inscribed in one or more names and receive therefor a receipt, which 
is transferable only on the books of the bank. If the receipt is lost 
. or mislaid the owner does not suffer as the inscription on the books 
: of the bank is controlling and all that he has to do is to prove that 
he is the party in whose name the securities are inscribed. He need 
not produce the receipt, as long as he can prove ownership. Interest 
is paid by mail to inscribed holders, unless otherwise instructed, and 
if desired, the Bank of England will invest in government securities, 
the interest accruing to holders of amounts of less than £1,000. _ 
Under the terms of the recent War Revenue Act, Certificates of 
Indebtedness issued under the act of April 24, 1917 and any subse- 
quent act or acts are made receivable in payment of income and 
excess profits taxes. There seems to be no good reason why they 
should not bemade receivable also in payment of federal inheritance 
or estate taxes. In fact, it should be provided that not only Certifi- 
— .  - eatesa of Indebtedness, but all government bonds issued under any of 
the war acts be permitted to be used to pay the transfer tax on the 
estate of a decedent. Leaving aside any consideration of whether 
' jt is-wise or proper to utilize an increased inheritance tax as a war 
revenue measure and to place special penalties on the accident of 
death during the war period, as well as of the fact that no provision 
is made for an abatement, if an estate changes hands more than once 
during a certain period, the actual payment of the tax should be 
made as little onerous as possible and such as to cause the least dis- 
turbance in the investments of an estate. As the law now is, the 
tax must be paid in cash within one year after the death of the 
testator, which means liquidation, possibly forced, of a considerable 
portion of an estate, while if the option were given to pay the tax 
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in government bonds or Certificates cf Indebtedness, there would 
be a great inducement to wealthy men and women to keep a con- 
siderable portion of sheir capital invested in such securities, which 
after their death could be utilized for this purpose. An additional 
market for government bonds would thus be secured. An interest- 
ing provision of the English practice is that bands are accepted in 
payment of death duties, excess profits duty or munition exchequer 
payments only if the bonds have heen held continuously since the 
date of the original subscription or for a period of not less than six 
months immediatelz preceding the date of death or before such 
excess profits duty or munition exchequer payments become due and 
payable. 

One of the greatest handicaps to the successful flotation of 
government issues ic a weak and rapidly declining market for current 
securities. People do not feel encouraged to subseribe even to 
national loans when they see their other investments shrink alarm- 
ingly in value and when they find it impossible to liquidate except 
at great loss. Of course, the governroent cannot artificially stimu- 
late prices, but it can avoid doing such things as cause loss of 
confidence and destroy real values. All that is needed is proper 
coóperation by all governmental agencies in seeing that business 
and industry are not handicapped. Fair rates for railroads, proper 
methods of taxation, sympathetic consideration of industrial prob- 
lems and difficulties are far better selling arguments for government 
bonds, than myriacs of posters or the most inspiring of speeches. 

It is not within my province to discuss taxation or express an 
opinion whether the program adopted by Congress is a wise one or 
not. I wish only to point out that the investing power of the coun- 
try is dependent to a great extent upon its ability to earn and save 
and that anything which affects this or handicaps business is certain 
to react unfavoradly upon issues of government bonds. -It has 
been said, that in the final analysis the tokens of exchange which 
we call money are out a convenient method of evidencing what they 
represent, namely, goods and labor. If this is so, and it seems to me 
sound, it follows that taxation is but another term for forced labor or 
commandeered gcods, and government borrowing the acquisition 
of these by the state, with payment deferred until a later date, and 
rental—that is interest—paid in the meantime. In some communi- 
ties, the option is still given the taxpayer to pay his local taxes either 
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in cash or by a certain number of days’ work on the public roads, 
which is but an evidence of the recognition of this economic fact. 
There can be no doubt that the state has the right and is justified 
to commandeer or take without compensation a certain amount of 
the citizen’s services or production, but it should not take more than 
he can spare without serious detriment to his standard of living or 
the proper development of his business. Otherwise, the result will 
be disastrous and its effect will be curtailment of industry, break- 
down of efficiency, destruction of material prosperity and last, but 
not least, national discontent, Excessive or unscientific taxation is 
bound to have an unfavorable effect on government borrowing, as a 
discontented people will not respond readily to an appeal for its 
savings, to say nothing of the reaction on its ability to save. It has 
been said that the power to tax carries with it the power to destroy 
and that is certain to be the result of an unwise fiscal policy. Opin- 
ions may readily differ as to the amount to be raised by taxation, 
and the important consideration is not so much whether a larger or a 
smaller amount should be provided by a revenue bill, but the meth- 
ods by which such revenue is raised. Taxation, in order not to 
interfere with government borrowing, must be based on sound and 
scientific economic principles and must not be haphazard in charac- 
ter to meet political or other considerations. 

For the balance of its needs, after having recourse to taxation, 
the state must rely mainly on the sale of its bonds, that is, on bor- 
rowing the labor and goods of its people. This lending of their 
services and production must be voluntary on the part of the people, 
" but the man who does not place at the disposition of the government 
at least part of the cash proceeds of his labor or goods is just as dere- 
lict in his duty as he who otherwise eligible avoids military service. 

In order to make available the enormous sums which the war 
-will require this country to raise by bond issues, the government. 
must be prepared, if necessary, to monopolize theinvestment market, 
Not only can corporate securities not compete with those of the 
nation in their appeal for the savings of the people, but even state 
and municipal bonds, attractive as they may be on account of their 
exemption from taxation, must give way to the federal necessities. 
As long as governmental offerings are limited in amount and issued 
only at infrequent intervals, there may be room for the utilization of 
some of the national resources for other financial requirements, but 
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as soon as one government loan follows another in quick succession 
and for large amounts, the financial exhaustion is apt to be such, as to 
prevent the successful placing of other securities. It may be said 
that other borrowers can tempt money out of the pockets of the 
people by the attractiveness of the terms they offer, but even if this 
is possible, it should not be permitted ix the interest of the country at 
large. The truest democracy lies in the subordination of the in- 
dividual to the common good and the needs of the nation must be 
paramount. But how then are corporations and our political sub- 
divisions to finance those needs, such as refunding and absolutely 
necessary addition, betterments and improvements which are im- 
perative and cannot be postponed, if they are unable or not per- 
mitted to sell their own securities? It seems to me that there is but 
one logical answer to this question. The national Treasury may 
have to provide funds for this purpose just as it is financing the needs 
of our allies in this country. Our Allies must have the goods which 
we and we only can supply and our government is furnishing them 
with the credit with which to make payment, not only because that 
is the principal contribution which we can make at the present time 
to the battle against autocracy and brutality, but even more so 
because no such sum as they need could be found in the investment 
market of this country and what could be provided would be at such 
prohibitive cost as to interfere seriously with the financial stability of 
everything else. The same holds true of our own internal needs, and 
it is very apparent that heavy taxation and government borrowing 
has had its effect already upon the a5ility of our corporate enter- 
prises to raise money. Look at the basis upon which prime railr 
industrial and public service bonds ere selling, figure the cost ©” 
recent corporate financing and there can hardly be any doubt that 
the end is almost at hand, if not already reached. 

The only securities which can compete are state and municipal 
bonds and that because they are free of all taxes. ‘This is apt to 
make them more attractive to the large investor than government 
bonds when issued as entirely or partially taxable. Some means 
may have to be found to control the amount and time of such offer- 
ings and if the government should have to come to providing funds 
for the imperative needs of corporate enterprise, it may, even though 
not for thesame reason, have to include in such a scheme provision for 
state and municipal requirements. Some may fear that the acqui- 
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sition by the government of corporate ‘securities would be a step 
towards government ownership, but it does not appear to me that 
such reasoning is sound. These securities would be obligations, not 
stock, the relationship of the government would be that of creditor, 
not of owner, and the bonds and notes thus acquired would be in 
such form as to be readily salable after the war. In fact, it is prob- 
able that this could be done at a profit when normal conditions are 
again restored. Needless to say, the greatest possible safeguards 
would have to be adopted, so that there might be no abuse in secur- 
ing government aid. If the time should come when such issues must 
be curtailed or even prevented, the most effective means of control 
and supervision would probably be through a central board, with 
power, possibly subject to review by the Secretary of the Treasury, 
to deal with this situation. Legislation may be necessary for this, 
but the ‘main reliance would have to be placed on coöperation of 
public officials and of corporate managements and on the force of 
publie opinion, which would probably be effective. This is not“the 
ume or place to discuss the details of such a scheme, and I desire 
only to point out that it is most important, if such a board should 
be appointed, that it consist of experienced men and be so consti- 
tuted as to avoid any risk of outside considerations affecting any of 
its decisions of the important questions with which it would be called 
upon to deal. It would have fo be assisted by regional and advisory 
committees, so that the best local opinion and technical judgment 
could be secured. All of the belligerents and some of the neutrals 
as well have found it necessary during the war to establish supervi- 

and control over the financing of capital expenditures by public 
issues and to limit the demands for capital on their markets. If the 
war continues for any length of time, we also may have to do some- 
thing on these lines in order to make all of our funds available for the 
government. 

Few people seem to grasp how enormous our war requirements 
are. Congress has thus far appropriated over $21,000,000,000, and 
it is estimated that over $19,000,000,000 of this amount will be 
actually spent: during this fiscal year ending next June. There is, 
of course, no such amount of money available in this or any other 
country and credit must be created to take care of these tremen- 
_dous needs. We must win this war and make every sacrifice nec- 
essary to do so, but it must not be overlooked that there is a limit 
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to what even a country as rich as ours can provide. There should 
be, of course, no niggardlinessor false economy, but on the other hand, 
extravagance must be checked and unwise expenditures avoided. 
This has a direct bearing on government loans. The people must 
feel that the money they provide is being spent wisely, otherwise 
they are apt to hold back. We must bear in mind that even our 
purse is not bottomless and our resources without end. There is a 
limit to what can be raised safely by taxation. There is a limit to 
the power of absorption of government loans. ‘There is a limit to 
expansion of currency. As the war goes on, we must have recourse 
to all these methods of raising money, but the last must be used only 
on sound economic lines and with the utmost caution. We must 
avoid greenbacks, and any creation of additional currency should 
come through the federal reserve system, which is amply able to 
provide for a large expansion on a sound basis. Upon the present 
amount of gold held by the federal reserve banks about $2,000,- 
000,000 more reserve notes could be issued than are at present 
outstanding and even that great amount can be increased by the 
Federal Reserve Board by decreasing the gold reserve required. In 
order to thus expand our currency, eligible commercial paper and 
acceptances must. be provided. We need additional currency to 
support our government loans, and the industries of the country and 
individuals must furnish the basis for the enlargement of our cur- 
rency supply. Our people must learn to borrow and our banks to 
rediscount. This is the way to provide the credit needed by the 
government. It is a circle which produces results. Current sex 
ings are not sufficient; the people of the country, merchants, 
manufacturers, farmers and wage-earners, must pledge their future 
savings as well. They must borrow from their banks and invest in 
government bonds the funds thus received. The danks in turn must 
rediscount their customers’ notes at the federal reserve banks, and 
additional credit facilities are thus created. The money thus fur- 
nished the government returns to the people through the channels 
of trade and thus becomes available again for further investment in 
government bonds. This process may be pyremiding, but it is 
economically sound, as it is self-liquidating as the people of the 
country repay their debts out of their savings and out of the proceeds 
of their production, be it labor or gooas. ‘To accomplish this, our 
people must be taught to save and avoid unnecessary expenditures. 
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Our banks also must be educated to make full use of their rediscount 

facilities. Some of them still seem to think that to avail of the , 

federal reserve banks' facilities is the same as taking out clearing 

' house certificates in times of panic and that it is a sign of weakness 

', df their statements show that they have.rediscounted. I cannot 

emphasize too strongly the need of economy and of the public 

availing freely of the borrowing facilities which must be provided, as 

on these depend primarily the successful flotation of bonds of our 
government. 

I have not ventured, nor do I propose to iouis or recommend 
any definite plan for borrowing by our government or to express an 
opinion 88 to what the amount, rate of interest, maturity or time of 
issue of the next or future offerings should be. All these are matters 
which the Secretary of the Treasury must determine when the time 
comes with rel&tion to conditions &nd requirements as they may 
develop, and I am confident that we can rely with safety in the 
e future, as we have in the past, on his wisdom and good judgment and 

on that of his advisers. Not only can no hard and fast rules be laid 
down as to the.exact form which government loans should take in 
this country, but it would be presumptuous for me to try to do so. 
All I have attempted in this paper is to present a brief outline of some 
of the factors which must be considered in connection with govern- 
ment borrowing, and certain principles which seem to me must be 
observed, not only to ensure a ready popular response to bond offer- 
ings by our government, but also to make it possible for the enor- 
(00—77À-— —qgieus sums needed to be forthcoming. These requisites, which, in 
my opinion, are of paramount importance, I would summarize as 

follows: 
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There must be no hampering of enterprise by unwise or too 
onerous taxation. 

The publie must not be discouraged and values must not be 
jeopardized by an unfriendly attitude by the government towards 
business.. Capital as well as labor must be permitted to earn a fair 
return. 

Issues of government bonds must not be too frequent and must 
not exceed the absorption power of the people. There should be, if 
possible, sufficient intervals between offerings to enable accumula- 
tion of profits, income and a and to prevent exhaustion and 
une of enthusiasm among those actively engaged in placing 
the bonds. 


Wan Time BORROWING BY THE GOVERNMENT 51 


A fair rate of interest must be paid and one not too much lower 
than can be secured from other prime and readily salable invest- 
ments. 

There should be no discrimination between large and small 
investors and, in so far as possible, the net return to all subscribers 
should be substantially the same. 

The fullest possible facilities must be provided for borrowing 
by the people of thé country and the federal reserve system must 
do its full share to make available its resources for this purpose. 

The national government must monopolize the investment 
market if necessary, and is entitled to have its money requirements 
supplied before and, if need be, to the exclusion of those of private 
enterprise or even of states or municipalities. 

Last and most important, the people must be taught to save 
and all unnecessary expenditures must be avoided. Thrift and 
economy must be the rule. 


LOANS VERSUS TAXES IN WAR FINANCE 


By Epwin R. A. SELIGMAN, 
Columbia University. 


The fiscal problems of the war may be divided into those of a 
general and of a specific character. War expenditures can be met 
in three ways: by taxes, by loans, or by paper money. The specific 
problems have to deal with the nature and the details of each of 
these expedients; the general problem is concerned with the princi- 
ples that underlie the preference among the respective methods. 
Inasmuch as paper money is by common consent to be regarded as 
the last resort, the general problem at issue here pertains to the choice 
between loans and taxes and the relative proportions in which each 
is to be employed. 

If we look at the facts we observe a marked change in modern 
warfare. In former times, whether in classic antiquity or in the 
Middle Ages, the expenses of war were defrayed in large measure out 
of accumulated funds or treasures reénforced by taxes, and were 
reimbursed to the victor by the booty of war and the indemnities 
imposed upon the vanquished. Since the development of publie 

/ credit, especially since the middle of the eighteenth century, loans 
have taken the place of the accumulated treasure and taxes have 
been utilized chiefly for the purpose of raising the interest on the 
war loans and of furnishing in addition a more or less considerable 
amortization quota. 

The facts of the present war are no different. During the last 
fiscal year Great Britain raised by taxation slightly over 17 per cent 
of her war expenses; Italy, although also levying heavy taxes, has 
raised & still larger proportion than England by loans; in Germany 
only an insignificant fraction of the war expenses has been met 
by taxes; in France, as a result partly of the occupation of its 
territory by the enemy, the taxes hitherto levied during the war 
have not sufficed even to pay the ordinary peace expenses; while 
Russia has been in a still worse position. Although there is indeed 
a notable difference between the zero of France and the 17 per cent 
of Great Britain, the fact remains that in all the countries, with- 
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out exception, the overwhelming proportion of war expenditures 
has been met through loans. : 

The same thing is true of the United States. We have been told 
that our war expenditures for the present fiscal year will be about 
nineteen billions while the sum to be yielded by the new revenue bill 
is about two and a half billions or about 131 per cent of the whole. 
Even if there are included &bout one billion of peace expenditures 
and if we add that part of the previous tax revenue which might 
fairly be chargeable to the war or to war preparation, the proportion 
to be raised by loans will not differ materially from that of England. 
If we should exclude from the war expenditures the seven billions 
to be advanced to our allies, the amount to be raised by taxation, 
under the new revenue bill, would even then only be slightly over 
21 per cent of the whole. 

Several months ago an American economist! made the following 
statement: “I am strongly of the opinion that a great modern war, 
enormously costly as it is, can and should be mainly, if not entirely, 
financed from the proceeds of taxes collected during its progress." 

Similar opinions have been voiced by others and have found 
expression in Congressional speeches, and a more or less faint echo of 
that pronouncement has even been audible in certain statements 
emanating from the executive branck of our government. 

Why have the actual methods diverged so greatly from these sug- 
gestions? How doesit happen that the statesmen and the legislators 
in every belligerent country, including our own, have done the oppo- 
site? Why,instead of raising from 50 to 100 per cent by taxes, has none 
of the belligerents raised as much as 20 per cent, or, at the out- 
side, 25 per cent, of the war expenses by taxes? Shall we convict 
the European and American statesmen of folly and fiscal madness? 
Or is it perhaps true that the suggestions, so unavailingly made to 
the contrary, have been based upon an inadequate analysis? 

This is the problem to which we shall now. address ourselves. 


I. Waat Do Wr Mean By War Costs? 


The first point in our analysis is to ascertain what is meant by 
the costs of war. It is obvious that a distinction must be made 
between the money costs and the real costs of a war. The money 


* O. M. W. Sprague, “The Conscription of Income," in the Economic Journal, 
March, 1917, p. 2. 
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costs of a war are the actual outlays of the government for war 
purposes, that ig, the surplus above the general expenditures in time 
of peace, making due allowance for changes in the purchasing power 
of money. The real costs of a war, on the other hand, are to be 
calculated very differently. When the ordinary man speaks of 
wealth he thinks of accumulated capital. The more sagacious 
thinker, however, is aware that the real wealth of a community 
consists in larger part of the results of current production. Accu- 
mulated capital is of importance chiefly as an aid to current produc- 
tion. It has been calculated that the world is always within a year 
and a half of starvation. If current production were suddenly to 
cease, the world’s stores of food and other products would barely 
suffice for eighteen months. A wealthy country is one where the 
consumption of the people is great and variegated and where the 
current production is so large that there will still be a substantial 
surplus susceptible of being converted into'capital for future pro- 
duction and into an environment which will spell increasing welfare 
and civilization. A great war interferes rudely with the results both 
of past accumulation and of current production. The real costs of a 
war are to be measured by the diminution of the social patrimony 
and by the diversion of current social output from productive to un- 
productive channels,7. e. by changes both in the fund of accumulated 
wealth and in the flow of social income. 

In drawing up the balance sheet we should have to put on the 
one side the diminution of the fund of wealth as represented by 
(a) the destruction of private property, (b) the loss of government 
accumulations, (c) the impairment of natural resources and (d) 
the decrease in the social output due to the reduction of the labor 
force by military service and the fortunes of war. On the other 
side of the ledger, indeed, we should have to put such capital items 
as (a) indemnities or booty, and (b) the acquisition of new territory; 
&nd on the income side, the results of (c) speeding up of production, 
(d) the more favorable economic situation attained by the political 
results of the war, and (e) changes in the methods of industry and 
the relation of capital and labor which may conduce to greater 
efficiency and increased output. 

Although not all of these items are susceptible of being put in 
terms of dollars and cents, the real costs of a war may be charac- 
terized as the balance of the debit side over the credit side in the 
above account. 
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While this contrast between the money cost and the real cost 
of the war is important, it does not yet go to the root of the matter. 
In order to grasp what is meant by the real costs of a war, we must 


revert to the distinction familiar to the student, but so often neglec- : 


ted in popular discussion, between objective and subjective costs. 

By objective costs are meant the costs incorporated in the goods, 
commodities and services that are are used. for the_war, that is, the 
money value of all materials consumed and all services furnished for 
war purposes. In contradistinction to the objective costs, however, 
are the subjective costs. The essential idea here is that of sacrifice. 
The production of everything costs some sacrifice and all sacrifice 
involves pain, either the pain of doing something distasteful or of 
refraining from doing something pleasurable. Sacrifice in other 
words is involved both in labor and in abstinence. The surplus of 
results over subjective costs constitutes the welfare or the real 
wealth, both material and immaterial, of society. In a commu- 
nity based upon slavery or where the laborers, with an abject stan- 
dard of life, are compelled to work sixteen hours a day, there may be 
a great surplus of production and in that sense great wealth. H, 
however, slavery is abolished or the laborers acquire a shorter work- 
ing day and a higher standard of life, not only may there be the same 
output of material things as before, but there will be & greater surplus 
over subjective costs, and, as & congequence, &n increased communal 
welfare and a higher stage of civilization. 

As a result of the machinery of our social order subjective costs 
are commonly translated into objective and money costs. If a 
machine is invented which cuts in half the period needed for the 
production of a particular commodity, we speak of halving its cost. 
Instead of two men being required to accomplish the result, only 
one man is now needed. So far as the community is concerned, the 
subjective cost or sacrifice is reduced; and under a state of competi- 
tion, this decrease in subjective costs will reflect itself in smaller 
objective costs and lower prices. So, in the same way, just as the 
greater efficiency of the laborer will result in a larger output of 
material commodities, the greater abstinence involved in the or- 
dinary economy practiced by the members of a community will be 
followed by an increased accumulation of productive capital. The 
subjective costs involved in economy are undoubted, but the addi- 
tional results which ensue from the practice of economy are so much 
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greater that there remains a substantial surplus. In other words 
net sacrifice or burden is diminished. The real wealth of a com- 
munity depends upon net sacrifices or subjective costs. Where 
the same output is attended with less sacrifices we have prosperity. 
Where increased sacrifices result in still greater output we again have 
the prosperity that goes with lessened net subjective costs. When, 
however, economy changes into privation, the increased material 
results may be too dearly purchased: although there may be more 
material wealth for the present, there is less real wealth or welfare 
because there is more net sacrifice. So, in the same way, when in- 
crease of production is attended with the sapping of the vitality of 
the labor force, the nominal efficiency really becomes inefficiency 
and the greater material wealth of the present signifies less real wealth 


or welfare. The total net burdens upon the community are greater.— 


The important criterion in the economic welfare of a com- 
munity is therefore the subjective cost or sacrifice. This is as true 
in War as in time of peace. Just as the subjective cost of an indi- 
vidual consists of the effort involved in labor and the abstinence 
involved in the foregoing of enjoyments, so the subjective costs of a 
community due to a war consist of the burdens of additional labor 
which it must expend and the diminished consumption of goods and 
services which it must forego. : The objective costs of a war are 
material commodities and services; the subjective costs of a war 
constitute the real burdens resting on the community. The true 
costs of a war are the net sacrifices or subjective burdens which 
result from the transition from a peace economy to a war economy, 
and which are connected with the fundamental processes of pro- 
duction and consumption. They consist, on the one hand, of all 
the efforts involved in the transfer of enterprise and investments 
from the ordinary channels of production to the new fields of pri- 
mary importance in the war. They consist, on the other hand, of 
all those efforts involved in the reduction and the change of con- 
sumption which will serve to counterbalance, in part at least, the 
inevitable reduction of social output. The net result measured in 
terms of aggregate sacrifice or subjective cost constitutes the real 
burden of a war. The problem that confronts us is to analyze the 
results of various fiscal expedients upon these changes in production 
and consumption from the point of view of the subjective costs or 
the real burdens resting on society. 
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II. Can Tem Costs oF A WAR BE DIMINISHED IN THD PRESENT OR BE 
SHARED WITH THE FUTURE? 


After this preliminary explanation we may proceed to consider 
how the costs of a war can be diminished in the present and in what 
way, if any, they can be shared with the future. 

So far as objective costs are concerned, it is manifest that they v^ 
belong, for the most part, to the present. The services must be 
performed by men now living and the commodities consumed in 
the war must be produced before thev are consumed. In several 
respects, however, the present may Lenefit at the expense of the 
future, even so far as objective costs are concerned. ‘These consid- 
erations deal respectively with capital and with labor. 

In the cost of production we ordinarily include sums set aside for 
depreciation of plant. It is possible, however, that the oo) 
of the war situation may require such an immediate increase of 
output as to divert to current production the funds which would 
otherwise be devoted to the maintenance of plant. The result is that 
the future will possess a less effective plant than would otherwise be . 
the case. Or, in the second place, the capital diverted to purposes C3-) 
of war production may become useless after the return of peace. 
Thousands of munition plants, for instance, may have been con- 
structed solely for war purposes with machinery that it would be 
difficult or even hopeless to convert to other purposes. The capital 
which would otherwise be available at the conclusion of the war for 
peace production will to this extent have been lost. "Thé production 
in the future will be less than would otherwise have been the case. 

What is true, however, of capital, is equally true of labor. 
It is possible that the speeding up of production involves such a 
strain on the laborers, resulting from long hours, night work and 
unremitting toil, as to impair their health and transmit to the 
future a body of workmen less efficient than they would otherwise 
have been. It may take some time, either by the more careful 
handling of the then existing workmen, or by the immigration of 
men of a higher standard and stronger physique, before the balance 
is restored. And, on the other hand, while a diminished consump- 
tion ig assuredly desirable during a war, the enforced decrease of 
consumption which may result from the fortunes of war may bring 
about such privation in the mass of the community as to sap their 
energies and reduce their future efficiency. 
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In all of these ways, the burden of the present may be lightened 

E ihe expense of the future. "There is more production, that is, 

yee commodities and services now, but there will be relatively less 

in the future. Even in the case of objective costs the present may 
benefit at the expense of the future. 

Subject to these limitations and exceptions, however, it may be 
said that the objective costs of a war are, in the main borne by the 
present. This is true irrespective of whether the expenditures 
designed to furnish these commodities and services are met by loans 
or by taxes. 

When we deal with subjective costs, however, the situation 
is very different. Subjective costs may be reduced without any 
of the burden being shifted to the future; or they may be dimin- 
ished while a part of the burden is borne by the future. It is ob- 
vious that neither of these results can be obtained by the process of 
taxation. The tax imposed upon the present generation may in- 
deed have some repercussion upon the future. If an excessive tax 
is imposed upon capital, it may so reduce existing resources as to 
make future production smaller. Even if the tax is not excessive, 
the taxpayer, instead of decreasing consumption or paying the tax 
out of current income, may draw on the funds which he would 

_ otherwise have devoted to productive purposes. Or, finally, if an 
_.—~-excessive tax is imposed upon incomes or profits, it may so diminish 


=” 


a n the tendency to enterprise that the baneful consequences will en- 
dure. In all these cases, however, although the future undoubtedly 
suffers, there is no diminution in the burdens that rest upon the 
present. The present taxpayers bear the burden, even though the 
future taxpayers also bear a burden. 

Is the same true in the case of loans? Can the burden upon the 
present be lightened by the issue of government loans? Are the 
subjective costs or sacrifices of the community in any way lessened 
by government borrowing? This brings up for consideration the 
theory of public credit. l 

The theory of credit, as it has been worked out by economists, 
is in reality simple. Credit is a phenomenon or transaction in which 
a part takes place in the present and a part in the future. If I lend 
a man money, I turn over to him now a certain sum and he turns 
over to me in the future the equivalent of that sum. When the sum 
has been paid the transaction is complete. If we deal with public 
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instead of with private credit, the situation is identical. The funds 

re turned ‘over now by certain classes in the community who loan 

. V the money tthe government and the transaction is concluded in 

the future, when the taxpayers furnish the money to return 1t to the 
bondholders. 

How does it happen then that the utilization of credit dimin- 
ishes the burden upcn the present? How can the subjective costs 
of the war be lessened for the community? 

A In the case of private credit the subjective sacrifice of the 
individual is clearly diminished. This is obviously true of produc- 
tive credit for otherwise credit would not have become so vital a 
fact in our modern industrial life. The reason why the businéss 
man borrows today is chiefly because he thinks that with the bor- 
rowed funds he can secure such a return as to insure an enhanced 
profit even after paying all interest as well as repaying the capital 
borrowed. The credit, therefore, in so far as it enables him to pur- 
chase more goods with the same outlay, or—what is the same thing— 
the same amount of goods with a smaller outlay, lessens his subjec- 
tive cost. Moreover, not only is his subjective cost or sacrifice less, 
but his objective cost or outlay as compared with the return, is also 
smaller. 

Even, however, if we deal only with consumption credit, that is, 
with money borrowed for mere purposes of consumption, the bor- 
rower may enjoy a gain. Although he is thoroughly aware of the 
fact that he will have to repay in the future, with interest in the 
meantime, the precise sum that he now borrows. he is nevertheless 
anxious to borrow. ‘This is due to two facts: an underestimate of 
the future, and the possibility of repayment in instalments. 

His sense of immediate need is much stronger than his recogni- 
tion of the sacrifice that he will have to make in the future in order 
to repay the loan. It is the same feeling that overcomes us when 
we compare the foregoing of & good dinner tonight with the foregoing 
of a good dinner a year hence. Our present sense of sacrifice, that is, 
our real subjective cost, is smaller in the one case than in the other. 
This is true even though we may, at the end of the year, regret our 
action. In ordinary cases, however, the action wil! not be regretted 
but will be repeated another year. 

But, secondly, and more important, private credit diminishes 
subjective costs not only by the mere process of deferring payment 
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but by making possible repayment in instalments. The essence of 
the situation is found here in the gradualness of the repayment. 
The aggregate burden of gradual repayment is less than the sacrifice 
involved in providing for the whole of the original amount outright 
at once. The individual who borrows may incur a gain despite 
the obligation ultimately to return the same aggregate amount in the 
future. If he did not incur this gain he would not continue to 
borrow. 

We are now in & position to grasp the social importance of 
credit. Credit-incregses prosperity. If used for productive pur- 
poses, credit, while indeed not capital, works like capital and con- 
stitutes an aid to production. It renders possible the same amount 
of output with a smaller cost or sacrifice. It accomplishes this by 
taking the funds out of the hands of those to whom it is worth 
relatively little and putting it into the hands of those to whom it Is 
worth more because they make it yield more. The man who lends 
money at 6 per cent does so presumably because he has a surplus 
capital from which he is content to receive’ per cent interest. But 
the man who borrows the fund expects to make more than 6 per cent 
interest and to retain the surplus in the shape of profit. Could the 
lender utilize the fund profitably in his own business he would not 
lend the fund. But even where credit is utilized for purely consump- 
_ tion purposes, it is equally advantageous, because by deferring 
payment and by rendering possible repayment in instalments rather 
than in a lump sum, it lessens subjective costs or sacrifices. The 
social utility of credit is therefore quite clear. It increases the 
wealth of the community by lessening the subjective sacrifices of 
certain individuals and putting at the disposal of the community 
funds where they will be utilized to the greatest advantage, thus de- 
creasing costs and increasing output. Society as a whole is thereby 
enabled to employ those services which can be more easily dispensed 
with. 

The truth of this assertion is not invalidated by the fact that 
credit may be abused. If the man who borrows at 6 per cent puts 
the money into a business which does not earn 6 per cent, the com- 
munity, as well as himself, suffers for his mistake. So, in the same 
way, if an improvident individual borrows for consumption pur- 
poses and finds that he becomes more and more hopelessly entangled 
with the passage of time, he may find it impossible to meet the debt 
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even in instalments and his easy-going reliance upon the future may 
cause his ruin as well as loss to the lender. Because, however, an 
essentially sound institution may be abused is no argument against 
its essential soundness. Credit, like speculation, would not have 
become the outstanding feature of our present economic organiza- 
tion if it did not fulfill a socially useful function. The modern 
economy is essentially a credit economy. 


Public credit shares this character. The chief difference be- v^ 7 


tween public and private credit is in the relation of consumption 
credit to production credit. While the government, like the indi- 
vidual, often borrows for productive purposes, as for a government 
railway or & municipal subway, most existing national loans are the 
result of consumption credit. It is fairly well agreed that just as a 
prudent individual ought not to borrow for purposes of ordinary 
consumption, so the government ough: not to borrow to meet its 
current expenditures. The real differences arise when we consider 
extraordinary expenditures. 

There are three points in which public credit differs from private 
credit. In the first place, extraordinary expenditures for unusual 
consumption are not so apt to occur in the case o the individual as 
in the case of the governmént Most individuals are able to pro- 
vide a reserve fund against a rainy day. Government revenue, 
however, ought properly never to exceed current expenditures. 
As & consequence, when an extraordinary emergency arises, as & 
war, the utilizat tion of consumption credit becomes legitimate. In 
the second place, the individual lives ony his own life; if he borrows 
largely for consumption purposes he will not always find it easy to 
repay the debt. The state, on the contrary, 18 etergal. The govern- 
ment, accordingly, has a much longer time in which to pay off a 
debt. If, for any reason, it becomes desirable to postpone the 
payment e the debt to ihe distant future, the justifiability may be 
stronger in the case of the government than in the case of the indi- 
vidual. 

In the third place, what seems to be consumption credit may, 
in the case of the government, partake of the characteristics of pro- 
duction credit. A legitimate war is either for defensive purposes, 
that is, to maintain the existence of the state, or for offensive pur- 
poses, in order to procure for the state certain territories or rights to 
which it thinks itself entitled. Since in both of these cases a foun- 
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dation is laid for continued or even greater prosperity, the expendi- 
tures may in a sense be called productive.in their nature. Whether 
a, particular war is actually of that character may be a question; but 
surely no nation will enter upon a great war unless it is deemed legit- 
imate. And if the general sentiment of the nation justifies the 
war, if the ends to be achieved transcend the sacrifices that are in- 
curred, the war expenditures may be considered in the broader sense 
of the term productive. 

For these three reasons, therefore, public credit may be con- 
sidered even more important than private credit. Just as private 
credit is socially useful or productive of wealth and welfare, so 

js. w, 4 PUblic credit may be at least equally beneficial." Its utility consists 
in the fact that, through borrowing from those in possession of the 
capital rather than taxing all the members of the community, 
whether or not they have the capital, it lessens subjective costs or 
sacrifices and puts at the disposal of the government those services 
in the community which can be most easily dispensed with. 

It might be claimed that the advantages of private credit do not 
attach to public credit because in the one case we are dealing with 
different classes in the community, and, in the other, with the 
community as & whole. Why would not the same advantages be 
secured, it might be said, by taking from the possible lenders the 
same amount in the shape of taxes? This argument, however, is 
really invalid. For the situation contemplated is not only most 
unlikely but virtually impossible. Under every system of taxation 
which has hitherto existed—in democracies as elsewhere—we find 
some taxes at least levied on business, on consumption, on exchange 
and on other sources than wealth. Even, however, if the tax 
system were to be so changed as to consist exclusively of taxes on 
accumulated wealth and incomes, it by no means follows that the 
funds would be forthcoming from the individual taxpayers in pre- 
cisely the same proportions that they would have been supplied by 
the individual bondholders. For some recipients of large incomes, 
at least, would surely give up a greater sum as an investment bearing 
interest, than they would hand over as a forced contribution rep- 
resenting a dead loss. The psychology of the situation consists in 
the difference of the reaction to a voluntary as contrasted with a 
compulsory act. Even if only a few individuals contributed it 
would still remain true that the utilization of public credit would 
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in this way put at the disposal of the government the services in the 
community most easily dispensed with. In order to invalidate 
this statement it would be necessary for the government to take by 
taxation from each individual absolutely everything above the 
necessary means of subsistence. Only then’ would this particular 
‘argument as to the advantage of loans over taxes lose its force. 

But even in this most unlikely case, where precisely the same ) 
sums would be raised from each taxpayer that would otherwise be 
contributed by each bondholder, it nevertheless remains true that 
loans imply a lessering of subjective costs or sacrifices. For al- ra 
though the taxpayers of the future have indeed to repay the loan, 
they do not have to pay the amount all at once as would be necessary | . ^ 

.in the case of the sums being raised immediately by taxation. Just 
as in private credit the aggregate burden of gradual repayment is 
less than the sacrifice involved in outright provision of the original 
amount, so in the cage of public credit the social sacrifice involved 
in the periodic payment of the sma_ler sum represented by the 
interest and amortization charge i is less than the purden involved in 
providing the entire amount iu a lup sum. The phenomena of 
interest and of credit, by their very nature, ‘imply that the burden of a 
successive series of partial payments is Jess than the burden of the 
total original payment. Just as the individual who borrows may 
incur a gain, despite the obligation to return the same amount in the 
future, so the community which borrows may incur a similar gain. 
This net gain in the case of public credit is represented by the 
smaller burden involved in the amortization cuota. 

If, then, it is true that the utilization of public credit may 
involve a lessening of subjective costs or real burdens upon the 
community, can it in the second place accomplish this by transfer- 
ring & part of the burden to the future? ,/ 

It might plausibly be argued that this is impossible. It might 
be said, for instance, that while it is true that the future taxpayer 
suffers a burden in so far as he has to pay taxes in order to raise the 

-panda which are due to the bondholder, the only result is a transfer 
of the burden from one class in the community to the other. The 
taxpayers, it might besaid, suffer a disadvantage, out the bondholders 

| who have their loan repaid to them secure the.benefit. Since the 
benefits counterbalance the disadvantages there is no net burden. 


This argument, however, is fallacious. When the bondholder 
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invests in the loan he suffers indeed s sacrifice in the sense of giving 
up the funds which he might otherwise employ. This sacrifice in- 
deed is compensated and more than compensated by a benefit: 
The benefit, however, that accrues to him is to be measured by the 
annual interest that he receives on the bond. If he had not invested 
in the government bond he would have invested in something else 
or would have allowed his money to remain in the bank. In any 
case he would simply have gotten interest on his capital; and it is 
immaterial whether his capital is represented by a deposit account in 
the bank or by a private security or a. public bond._ The benefit 
that the bond-holder receives in return for the sacrifice of yielding 
the money is the accumulated annual interest on the bond. By the 
time that the bond falls due there is no more benefit accruing to 
him. «The bond is always salable at the market price. Even 
before it falls due, the holder can dispose of it and get as much as he 
could have gotten by waiting until the expiration of the loan. If, 
as often happens, the bond stands at a premium, he could even get 
more by selling it before hand. Or if he does not dispose of his bond, 
he can utilize it as security for a bank loan just as he would other- 
wise utilize an industrial bond or any other security. In reality, 
therefore, instead of speaking of a benefit accruing to the holder 
when his bond is paid off we ought really to speak of an additional 
burden or sacrifice imposed upon him. For now he will have the 
trouble of reinvesting the funds. Long-time bonds are in fact 
generally preferred by the investor in order to obviate this necessity 
of reinvestment. The fallacy involved in the contention that the 


sacrifice imposed upon the future taxpayer is counterbalanced by . 


the benefit accruing to the bondholder thus consists in the failure 
to realize that there are no benefits then accruing to the bondholder. 
Whatever benefit may have accrued to him consists in the safe- 
keeping of his money and the annual interest that has been paid. 
When the bond falls due the benefits cease. There is, if anything, 
a burden rather than a benefit now accruing to him. 

There is another fallacy lurking in the statement that the 
burden upon the future taxpayer is compensated by the benefit then 
accruing to the bondholder. There is indeed a burden upon the 
future taxpayer but not of the kind imagined. Public debts of 
large amounts are never paid in the manner supposed. When a 
public debt falls due it is not paid out of the proceeds of taxes levied 
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upon the taxpayers of that particular year. If the debt is not 
refunded, but actually paid off, it will be extinguished by utilizing 
the funds which have been accumulated for a term of years. If there 
is a sinking fund, the burden upon the future will be represented by 
the annual amortization quota. In such a case the burden will 
be borne not by the taxpayers at the time when the bond falls due, 
but in instalments by the successive annual taxpayers beginning 
with the year when the bond was first issued. The same is true if 
the bonds are serial bonds the instalments of which fall due periodi- 
cally. In this case only the burden representing the last instalment 
will be borne by the taxpayers at the expiation of the loan. If we 
take the sinking fund bond as a type it may be,said that the benefit 
accruing to the bondholder is represented by the accumulated in- 
terest and that the burden resting upcn the taxpayers is composed 
of the entire debt service, that is the interest charge together with 
the amortization quota, since the interest charge figures on both 
sides of the ledger as benefit and as burden. The amortization 
quota is the net burden resting upon the successive contingents of 
taxpayers until the sinking fund is completed or the debt is entirely 
paid off. That this net burden upon the future may be outweighed— 
and in general more than outweighed—by the net benefit accruing 
to the present has been indicated above. 


We may, therefore, consider it as established that it is possible, 4 


not only to diminish the subjective sacrifice on the present, but also 
to put a share of the burden upon the future. It has also been 
established that the device of public credit necessarily accomplishes 
the second result in effecting the first. The problem at issue is the 
ecst of making final settlement of the war bills of the government. 
This settlement must be made by taxpayers and it can be postponed. | 
If the government borrows it obtains money from people who get a 
good investment and who are making a very slight sacrifice. The 
sacrifice on the part of a purchaser, rich or poor, of & liberty bond 
is much less than-the-sacrifice of a taxpayer who gives up his money 
without return. The sacrifice of the taxpayers who must pay the 
bills can be postponed and this postponement may involve the un- 
doubted advantage cf spreading large payments over a period of years.? 


' Mr. Hartley Withers, who originally held this view, has been so influenced 
by the rather hasty pronouncement of som» American writers that he has re- 
cented Cf. his Our Money and the State, 1917, p. 20. But even he balks at 
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Public credit, if correctly employed, may, in shifting a part of the 
subjective sacrifice to the future, lessen the total real costs of a war 
on the community as a whole, viewed as a continuing entity. 


III. Ovauv rae BURDENS or A War BE SHARED WITH THE 
FUTURE? 


Although it is possible as we have just seen to shift a part of the 
burden from the present to the future, the next problem is as to 
when, if ever, this is justifiable. The point at issue here, be it 
observed, is not as to the relative advantages of loans versus taxes, 
but as to the classes of cases when loans are to be permitted as a 
matter of principle. In order to solve this problem we need a more 
detailed analysis of public expenditures. © i 

For our purposes all public expenditures may be divided into 
two classes: current and capital expenditures. Current expendi- 
tures are those incurred for carrying on the ordinary business of 
government while maintaining its property or plant at the custom- 
ary level. Capital expenditures are those incurred for increasing 
the property or plant of the community. 

Capital expenditures may again be divided into expenditures 
for self-supporting and for non-self-supporting purposes. Expendi- 
tures of the first kind are seen in the case of water-works where 
the revenues are expected to defray more than the cost. Here it is 
entirely legitimate to issue bonds, because although the burden 
upon the present is diminished there will be no burden upon the 
future. By the time the bonds expire, a sinking fund will have been 
accumulated out of the revenues which will also in the interval have 
provided for the payment of the annual interest. It is for this 
. reason that in the city of New York, for instance, not only the 
water and dock bonds, but those issued for any municipal improve- 
ment the revenue from which will defray the interest together with 
an amortization quota, are by law excluded from being counted in 
the debt subject to constitutional limitations as to size. If such 


the proposition that publie borrowing is always unjustifiable, and accepts it as 
defensible when employed for productive purposes (Ibid. p. 43). Had he pushed 
his analysis a little further he would have realized the fact that no distinction 
can be drawn between consumption and production credit, and that the economic 
utility of credit may attach equally to both forms. 
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improvements had to be paid for out of taxes they would frequently 
not be made at all. 

Many capital expenditures are, however, incurred for non- 
self-supporting purposes. The funds, in other words, are spent for 
additions to the community plant or property from which no, or 
only little, money revenue is expected. The dividends are, in whole, 
or in part, of a non-material kind. Such expenditures may be fur- 
ther subdivided according as they are recurring or non-recurring. 
An example of the first kind is a schoolhouse. - A schoolhouse rep- 
resents an addition to the capital or permanent property of the 
community. Under the American system it is not used for purposes 
of revenue, as no fees are charged. In a growing city where popu- 
lation is continually increasing it 18 obvious that more schoolhouses 
will have to be built every few years and perhaps even annually. 
Since, therefore, the same capital expenditure will have to be made 
every year, or almost every year, it is proper that it should be paid 
for every year, or almost every year. In other words the cost of 
schoolhouses in a constantly growing community ought to be 
defrayed out of taxes on the pay-as-you-go principle. The situa- 
tion is, however, different with the other class of non-self-supporting 
capital expenditures, namely, those of a non-recurring kind. Take, 
for instance, the purchase by the government of the telegraph or 
telephone system with the intention cf so reducing charges as not 
even to meet running costs. Or, better still, take the building of a 
great arb museum in a city or the purchase of a comprehensive 
system of parks. In the ordinary course of events a considerable 
period would elapse before another art museum or another such 
system of parks will be needed. Since the museum or park will 
continue to benefit the community as a whole for many years there 
is evidently an impropriety in putting the entire burden upon the 
taxpayers in any one year. To attempt to do this would not only 
be inequitable in itself, but would algo defeat its purposes; for the 
larger the expenditure, the more disinclined would the taxpayers of 
any one year be to authorize the outlay. The probable result would 
be delay, or even complete failure, to authorize much needed im- 
provements. In the case, therefore, cf non-recurring, non-self-sup- 
porting capital expenditures the utilization of public credit is clearly 
permissible. 
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There is of course a border line or twilight zone where the ar- 
guments as between loans and taxes are rather evenly balanced. 
Take the New York court house problem as an example. It is 
difficult to say whether this ought to be called & recurring or a non- 
recurring expenditure. A new court house is indeed not needed 
every year. It is only a few decades, however, since the present 
court house was rebuilt. The same is true of bridges in a rapidly 
growing community. More than a certain number of bridges will 
probably not be required for a long time. But in the interval new 
or better bridges may be needed every few years. Where the op- 
posing arguments are so close it is evidently desirable to defray the 
outlay partly out of loans and partly out of taxes. 

Opposed to the capital expenditures of government are the 
current expenditures. These may be divided into ordinary and 
extraordinary expenditures. Ordinary expenditures are those which 
are incurred for the ordinary work of government from year to 
year as it may be anticipated and arranged for in the budget. As to 
these there is no question but that they should be met entirely out of 
the proceeds of taxes. One of the glaring abuses of the old Tam- 
many régime in New York City was the way in which they kept 
the tax rate down by borrowing money for the ordinary current 
expenditures; as, for instance, the issue of twenty-year bonds for the 
purchase of brooms which lasted only a few months. 

Extraordinary expenditures, on the other hand, are those which 
cannot well be foreseen or predicted with any reasonable accuracy; 
as the result of some unforeseen contingency they are out of the 
regular order, that is, they are extraordinary. 

Extraordinary current expenditures may, however, like the 
capital expenditures mentioned above, be subdivided into recurring 
and non-recurring expenditures. A non-recurring extraordinary 
expenditure is typified in the case of the Chicago or the Boston fire. 
Since the outlay needed to keep these communities alive, or to re- 
pair the ravages of the conflagration, may not be expected ever to 
- occur again, or certainly not for a long future, it would be mani- 
festly improper to saddle the entire burden upon the unfortunate 
taxpayers of that particular year. The probability is that if-any 
attempt were made to do so the needed repairs could not be made at 
all, or certainly not to the extent that would be appropriate. Of a 
similar character would be the extraordinary expenditures occa- 
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sioned by a great flood or famine in a country unaccustomed to 
such catastrophes. ; 

On the other hand, there are certain classes of extraordinary 
expenditures the recurrence of which may be reasonably expected 
although the date of the recurrence is unknown. This would be the 
case with earthquakes in a country like Italy or famines in a country 
like India or tornados in some parts of the United States. In such 
cases 1b is entirely proper to accumulate out of the proceeds of taxa- 
tion.& fund which can ultimately be used for that purpose when the 
occasion arises. Since the contingency may occur at more or less 
periodic intervals it would manifestly be unwise to shift the burden 
upon the future; for before the future comes another contingency 
of the same kind may have occurred. 

When finally we come to such expenditures as these of modern 
wars the question of exact classification is attended with considerable 
difficulty. It is indeed true that as long as human nature remains 
what it is and the fundamental causes of an economic and racial 
character are not removed, every nation must look forward to 
period:e outbreaks of this scourge. Certainly there is nothing to 
predispose us to the belief that the history of the world is to be so 
totally changed in the year 1917. In a certain sense, therefore, the 
extraordinary expenditures of a war may be put in the class of 
recurring expenditures. The recurrence, however, of such a gigan- 
tic war as the present world conflagration cannot be regarded as 
immediate. It is to be expected that it will take at least several 
decades for the various belligerents to recover from the strain and 
stress of the conflict. In the meantime, whether it | e one decade or 
several decades that elapse, the benefits, such as t ley are, in any 
particular country necessarily attach to the intervem ag years. And 
at all events, it is not legitimate, even if there are no benefits at all, 
to put the entire burden upon those who happen to be taxpayers 
during the course of the war. When we speak of the distinction 
betweea the present and the future, it is not necessary to conceive of 
the future as the future generation or she future century. There 
are all manner of changes in the taxpaying abilities of the citizens 
within à century or even within a generation. And with reference 
to the particular circumstances of the present conflict, if this is a 
war to make democracy safe, it is certainly just that the coming 
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decades which will enjoy the benefits of security should bear some 
part of the cost of preserving it. 

The conclusion, therefore, would be:that in the case of a great 
war it would meet all the demands of justice to put part of the 
burden upon the present taxpayers and to shift the remainder upon 
the taxpayers of succeeding years with the understanding that all 
the charges of the war will finally have been met before the period 
when the recurrence of a similar outbreak is within the realm of 
probability. This conclusion in other words shows the essential 
legitimacy of utilizing both loans and taxes in times of war. 


IV. Tue DISADVANTAGES OF LOANS 


The net gain involved in public credit may be impaired or even 
converted into a loss in three ways: (1) if exclusive use is made of 
public credit; (2) if the system of taxation after the war is materially 
changed to the disadvantage of the community; (8) if public credit 
is so abused as to lead to serious inflation. Let us consider each of 
these in turn: 

1. All credit rests on a substratum of cash. Private credit is 
an adjunct of capital but it must depend on capital. The loans that 
a, bank can make ought never exceed a certain percentage of the 
reserves. The volume of credit can always be greater than the 
amount of the cash reserve; but it cannot safely be independent of 
that amount. In the same way the attempt to finance a gigantic 
war entirely by loans without any solid basis of taxation would also 
represent unsound finance. The resulting loss of confidence would 
manifest itself in a depreciation of successive issues af government 
bonds and would ultimately cause embarrassment or disaster. But 
just as a bank may issue several dollars of credit for one dollar of 
cash, so & government may borrow for war purposes considerably 
more than it raises by taxation with equal advantage to all concerned. 
To finance a war entirely by loans is inadvisable; to finance a 
war in Jarge measure by loans is legitimate. Employed in modera- 
tion and based on a solid foundation of largely increesed war taxa- 
tion, war loans are advantageous in reducing war costs. But the 
foundation of taxation must support the edifice of loans. Unless 
taxes are levied to an amount at least necessary to provide for the 
interest on the new loan, as well as for & reasonable amortization 
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quota, or additional sums calculated.to sink the debt within a 
reasonable period, tke advantages of war loans will disappear 
This is the serious danger to which some of the belligerents, like 
France, Russia and Germany, have already succumbed in the 
present conflict. 

2. If taxes during the war were to be raised entirely from those 
best able to pay, and if the tax system were to be so altered after 
the war as to bear with severity upon those less able to pay, the 
advantage of loans cver taxes would be impaired. It might be 
claimed, for instance, that the ordinary system of taxation in peace 
time is influenced so largely by the richer classes that wealth escapes 
its share. As the result of a war, however, the wealthier classes 
will become more patriotic and will be more ready to contribute. 
Even if this should not be the case, the very immensity of the sums 
to be raised, it might be said, will make it impossible to secure what 
is needed from taxes on general consumption and will necessitate 
resort to taxes on wealth. To raise ary part of war expenditures, 
therefore, by loans instead of by taxes simply means that the less 
affluent classes wil u:tumately have to pay more. This involves a 
serious social maladjustment. 

Iz may be questioned, however, whether such an argument is 
not in reality illicit. For we have here a comparison not between 
loans and taxes but between two different systems of taxation. 
It is conceded that if taxation after the war could be based upon the 
same general principles as taxation during the war, the entire argu- 
ment would fall away.: But this, we are told, is exceedingly un- 
likely. The enthusiasm engendered by the war, which will make 


3 Frofessor Pigou, for instance, with whom this whole argument originated» 
does not compare taxes in general with loans iz general, but taxes on the wealthy 
with taxes on the poor ‘Under the tax method the rich and moderately rich really 
shoulder the whole burden of the charge that is laid upon them. Under the loan 
method they do not do this, because they are compensated afterwards through 
taxes laid for that purpose, partly on themselves, but partly on other and poorer 
sections of the community." The Economy and Finance of the War, by A. C. 
Pigou, 1916, p. 70. 

‘Professor Durand, fcr instance, tells us “If we could assure ourselves that the 
distribution of taxes after the war would be as the distribution of taxes during 
the war, there would be little choice between taxation and borrowing." Financial 
M oliization for War, papers presented at the Joint Conference of the Western 
Econoraie Society and the City Club of Chicago, June 21 and 22, 1917, p. 18. 
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the wealthy willing to pay greater taxes, will subside after the 
war.* 

The retort, however, at once presents itself: what if peace taxes 
. Should be better than war taxes? It might plausibly be argued 
that during the enthusiasm engendered by & war the great mass of 
the people, and not only the very rich, might be willing to endure 
extra burdens; whereas after the return of peace they would insist 
upon a more equitable distribution of the burden. As a matter of 
fact the fiscal history of our own Civil War would tend to bear out 
this theory. "The tax system during the Civil War was composed to 
an overwhelming extent of burdensome taxes on the great mass of 
the community. The income tax, for instance, was slight as com- 
pared with the tax on manufactured articles. After the return of 
peace, on the other hand, these burdensome taxes were removed one 
by one and the income tax was among the very last to disappear. 
Instead of the tax system after the war becoming progressively 
worse or more unjust, it became progressively better, or less unjust. 
The same thing is true of the fiscal history of other wars. 

In truth, however, such an interpretation would be just as 
invalid as the preceding one. There is no necessary nor probable 
tendency in the one direetion or in the other. Some systems of war 
taxation have been better, and some have been worse, than corre- 
sponding systems of peace taxation. There is nothing in the nature 
of war or peace which will fundamentally affect the situation. 
No one class in the community has a monopoly of loyalty. History 
does not show that the rich are more patriotic than the poor. The 
real forces which make for more equitable taxation are the growing 
democratization of the community with an increasing realization of 
the principles of justice. Modern systems of taxation, in war as in 
peace, are everywhere more equitable than former systems because 
of the gradual prevalence of these two factors. ‘There is no warrant 
for the assumptioh that the return of peace will check this progress 
of democratization. There is no adequate foundation for the belief 
that in a democracy the fundamental causes which make for justice 

š Professor Durand bases his whole argument on the assumption that the 
post-war taxes would be leas equitable than the war taxes. He concedes that 
“this is not & necessary result," but he believes that “the great political power of 
the well-to-do classes would almost certainly enable them, if they sought to do so, 


to shift part of the burden on the poorer classes, and they would probably seek to 
doso.” Op. cü., p. 26: 


^ 
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in taxation will be less strongin peace than in war. A faulty analysis 
of the history of taxation and of democratic progress is not a suffi- 
ciently firm basis on which to predicate the inferiority of loans. 

3 The third disadvantage of loans is alleged to be the tendency 
to inflation. As to the dangers and shortcomings of inflation, the 
burdens of which are borne in large part by the less affluent classes, 
it is unnecessary to speak. That loans may possibly lead to infla- 
tion is undoubted; that loans necessarily lead to inflation or that 
they lead to more m ton than would be brougnt about by other 
methods of securing revenue, is quite another matter. 

To whaz extent can it be said that loans lead to inflation? In 
the case of foreign loans the question can of course not arise so far as 
the hcme country is concerned. Domestic loans, however, may be 
derived from five sources: 

(&) From the liquid or free loanable capital in existence. 
Large sums, the results of previous accumulation, are always found 
ready for investment in the financial centers. In the United States 
these are to a great extent loaned on the stock exchange and used 
for purposes of speculation. The transfer of these funds from the 
stock exchange to the government will assuredly notlead to inflation. 
Rather, the contrary would be the case. 

(b) From the surplus of current production. The annual 
surplus products of & community are ordinarily converted into 
productive capital through new investment. If these investments 
are turned into the channel of government bonds instead of in- 
dustrials there is no tendency to inflation. 

(c) From a change of investment. If investors are tempted 
to sell their foreign securities and to buy government bonds there is 
again no tendency toinflation. If they sell their domestic industrial 
securities in order to invest in government bonds, there will even be a 
tendency to the contrary. For the throwing of so many domestic 
securities on the market will tend to reduce their value—leading to 
lower, rather than higher, prices. 

(d) From anticipated savings. Many a citizen of moderate 
means will invest in war bonds paying for them by the fractional 
certificates which he laboriously purchases out of the savings due 
to. deereased consumption or increased production. This will 
not lead to inflation, but to the reverse. 


5 Professor Durand's criticiam, op. cut., p. 16, overlooks this important fact. 
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(e) From borrowing at the bank. It is only in this single case 
when the investor pays for his war bonds by borrowing from the 
bank, or when the bank itself subscribes to the war, that the undue 
extension of credit by the bank may lead to inflation. But, in weigh- 
ing the probabilities, it must be remembered that this is unsound 
banking, and that every effort will be made to avoid it 1n a reformed 
system like the present. As a matter of fact we know that the 
banks have been urged to make only short-time advances on the 
new war loan. Moreover, even if this were not the case, the ex- 
tension of credit to the bondholders would necessitate a partial 
withdrawal, at least, of credit facilities to the ordinary business 
enterprises, so that the inflation would be less than it really seems. 

What we are considering, however, is primarily not whether 
loans cause inflation, but whether inflation is due to loans or 
whether there 1s anytking peculiarly distinctive about loans in 
causing inflation. These considerations have almost entirely 
been overlooked in the discussion. 

In the first place, there is no doubt that wars are always at- 
tended by inflation. But this inflation would ensue entirely apart 
from loans. The chief factors which explain the rise of prices during 
a war are the vastly augmented demands of the government, the 
dislocation of production coupled with the falling off in the social 
output, and the augmented supply of the currency. These are 
the fundamental causes which make for inflation and they will 
exert their effect irrespective of the choice between loans and taxes. 

In the second place, it is a fallacy to suppose that if loans lead 
to inflation taxes will prevent inflation. Modern war taxes are to 
an overwhelming extent levied on business. The distinguishing 
features of our present system, for instance, are the high corporate 
income and excess-profits taxes. It is familiar to those acquainted 
with business conditions that many corporations whose profits 
are largely on paper, whose resources are heavily engaged, and who 
are anxious to utilize their profits in extending their operations, are 
even now preparing to borrow on a large scale from the banks or to 
issue short-time notes in order to pay their taxes. Werethewar to be 
financed entirely, or to a large extent, by taxes instead of by loans, 
this resort to bank credit on the part of prudently managed enter- 
prises would be still further emphasized. ‘There is consequently 
less difference than is commonly supposed between a resort to loans 
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and a resort to taxes. Some of the funds may be borrowed from the 
banks in each case; and it is by no means certain that the borrowing 
is likely to be far more marked in the case of great loans than in 
the case of very high taxation.’ 

Finally it must not be forgotten that if there were no loans, or 
even insignificant loans, the tax system would, in all probability, not 
only be excessive in its burdensomeness, but, as we shall see, inade~ 
quate in its yield. With a failure of war taxation to defray expen- 
ditures the ultimate resort would then necessarily be to fiat money 
or inconvertible paper, which, as everyone concedes, would cause far 
greater inflation than anything else. Thus the failure to resort to 
loans in proper amount would almost inevitably, in a protracted 
contest, lead to the worst possible kinc of inflation. 

Is it not clear then that the relation between loans and inflation 
must not be exaggerated? Loans may indeed lead to inflation, 
but so may taxes lead to inflation; inflation is due primarily to other 
-and more fundamental causes then either loans or taxes; and the 
attempt to avoid inflation by abandoning the use of loans will almost 
inevitably lead to far greater inflation in the end. 

If, then, there is litile reason for anticipating (1) any serious 
abuse of public credit, or (2) a fundamental and unfortunate change 
in the tax system after the war, or (3) any undue or peculiar 
tendency to inflation as a result of loans, it follows that a proper 
use of public credit may be of net advantage to society. 


V. THE ADVANTAGES AND DISADVANTAGES OF TAXES 


Up to this point we have adverted to the advantages and disad- 
vantages of loans and by implication have considered some of the 
advanteges and disadvantages of taxation. It may conduce, how- 
ever, to clarity of exposition to marshal here some of the arguments 
which refer particularly to taxes. 

The first advantage of war taxation is its effect upon consump- 
tion. As we pointed out at the beginning, the important point in 
the economic life of a community at war, as at peace, 18 to have 

' [t is significant that Professor Pigou, who was the first to put forward the 
inflation theory in war finance, is careful not to limit this probable eventuality to 
loans. He tells us explicitly: “If, as is probable in the case of very large levies, 
their (the rich) borrowings for war loans and war taxes exceed their normal borrow- 


ings in times of peace, there is likely to occur a certain amount of currency red 
tion.” Gp. cù., p. 76. 
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& surplus of current production. This surplus must be measured ` 
in terms not simply of material output, but also of subjective 
sacrifices. The outstanding fact in every great war is the sudden 
and sharp reduction in production. Unless the consumption of the 
community keeps this slower pace the result will be disastrous. 
For although the community can rely to a certain extent upon the 
accumulations of the past and can also, as we have pointed out, defer 
some of the sacrifice to the future, a large part of the burden must 
be borne at present. The current consumption of the community 
must be cut down to the measure of the current production if there 
is to be any surplus. . 

The advantage of high war taxes is that thoy may help to bring 
about this result. But while this is true, the effects of taxation on 
consumption must not be exaggerated. In the first place taxation 
is not alone in affecting consumption. Consumption may be in- 
fluenced by legislative prohibition and by rationing. In truth, 
during the present war, these factors have been of much greater 
influence than taxation. In the second place taxes are not the only 
fiscal expedient which can affect consumption. One of the chief 
points in the recent issues of war loans, here as abroad, has been the 
appeal to patriotism and the facilities afforded for investment in the 
loans, to be made good by current savings. It is true that taxes 
involve a compulsory, and loans only a voluntary, appeal to saving. 
But it would be a mistake to overestimate the influence of the former 
and to underestimate that of the latter in reducing consumption. 

In the third place the beneficial effects of taxes upon consump- 
tion may be seriously exaggerated. If, as is true, war taxes largely 
assume the form of taxes on business enterprises and corporations, 
there will be almost no influence upon consumption; and the 
little influence exerted on consumption may be outweighed by 
the possible injurious effects on production, thus reducing instead 
of enlarging the social surplus. Moreover, even as far as individual 
income taxes are concerned, the results are by no means certain. 
On large and very large incomes the tax is not apt to be paid out of 
current income at all. The ordinary man of wealth will be much 
more likely to draw temporarily upon his capital during the war 
than to reduce his personal expenditures. Again, while it is true 
that very high taxes on small or moderate incomes will check con- 
sumption the danger is that we shall cause not only sacrifices, but 
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` real privation, the disadvantages of which may counterbalance the 
advantages of a reduced consumption. 

While, therefore, high war taxes may tend in part to reduce con- 
sumption, the effects and beneficial consequences can easily be 
exaggerated. 

Tke second advantage of high war taxes is that the actual 
burden in times of war is really less than it appears to be. A war 
gives unusual opportunities to make immense gains and the profits 
securec by the war contracts are apt to be more or less widely dif- 
fused throughout the community in the form of high wages and 
general business prosperity. It is for this reason that the tax on 
war profits, or on excess profits, has everywhere become a funda- 
mental -eature in the tax program. In the second place the 
higher price level due to the inflation that always accompanies a 
war makes a given tax a much smaller relative burden. And, 
thirdly, it ig more economical to levy high taxes during a war when 
the diversion of current income to ordinary investment of capital is 
relatively small than to postpone the tax until a time when the need 
of capital investment will again become acute. 

Taese are the undoubted advantages of high taxes. But over 
against zhe advantages must be set the disadvantages. 

The first drawback is the inadequacy of taxation during a war. - 
The protagonists of high taxation seem to think that the entire or 
well nigh the entire expenditures of a war may be met with taxation.? 

Even & superficial glance at the facts ought to show the base- 
lessness of such an assumption. We do not venture to utilize here any 
figures as to national wealth or social income because of the worth- 
lessness for scientific purposes of any such computations. But we 
shoulc like to emphasize the fact that the limit of taxation is to be 
measured not by the social income, but by the social surplus, that is, 
the excess of tae net income over the consumption of the members 
of society. This social surplus i8 very much less than is often repre- 
sented. In England, for instance, where the tax on the moderate 
incomes has been raised to 25 per cent and on the larger incomes 
up to 424 per cent, the net additional receipts from the income 

* So, for instance, Proiessor Durand seys: “If during the war itself highly 
progressive taxes were levied sufficient to meet the war expenditures," op. cH., p. 
20. 'lhesame thing is true of Professor Sprague and some other American writers. 


Professor Pigou, however, is much more cautious in simply advocating increased 
revenue from high taxation. E 
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tax amount to about one billion dollars. Even if we assume that 
the recipients of moderate incomes could endure the privation 
of an additional 25 per cent of the income, thus doubling the 
returns; and if we further assume that on the higher grades it 
would be possible to confiscate the entire income beyond a small 
minimum, thus doubling or trebling the revenue, we should have as 
the conceivable maximum from the income tax in Great Britain be- 
tween three and four billions of dollars. Again, if the excess-profits 
tax were increased from the present figure of eighty per cent, which 
yields about one billion dollars, so as to take in all of the profits, we 
would have another few hundred millions income. If, therefore, 
England were to tax the entire available social surplus through the 
highest possible income tax and excess-profits tax, the total revenue 
would be absurdly short of meeting the war expenditures which are 
already now over eleven billion dollars and which are gradually 
mounting. In order to meet even one-half of the war expenditures 
from taxation 1t would be necessary for Great Britain, in addition 
to confiscating incomes and profits, to impose immense burdens upon 
that part of accumulated wealth or property which is susceptible of 
sale abroad. 

The figures mutatis mutandis would be similar in this country. 
In order to raise even one-half, not to speak of the total, of the 
nineteen billions required this year and of the still larger sums which 
may be needed as the war progresses, it would be necessary not only 
to take by taxation most of the smaller incomes and all of the higher 
incomes, but also to confiscate virtually all of business profits, and 
finally, after levying crushing taxes on consumption, to take such 
part of the existing private property of the United States as could 
find a ready market abroad. Even the mere statement of such a 
proposition carries its refutation on the face. 

But if the inadequacy of sole reliance upon taxation is patent 
there are also well-founded objections to levying excessive taxes even 
short of this impossible total. Taxes may roughly be divided into 
taxes on wealth (income, property and inheritance taxes), taxes on 
business (taxes on profits, production and exchange), and taxes on 
consumption (import duties and excises). 

The chief modern tax on wealth is the income tax. It is ac- 
cordingly entirely proper that in time of war the principal reliance 
should be based on this source of revenue with a very much higher 
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graduated scale of progression on the larger incomes. But entirely 
apart from the extreme advocated by some of confiscating all in- 
comes over $100,000? there are at least four dangers in excessive 
income taxes. 

1. The administrative difficulties will be greatly increased. It 
is as true of the income tax as of the arithmetic of the customs that 
two and two do not always make fou. Excessive import duties in- 
duce smuggling; excessive income taxes engender- evasion. With 
such & delicately adjusted machinery as in the case of our income 
tax it is to be feared that excessively high rates will cause not only 
a disappointing yield but also an increasing inequality as between 
individual taxpayers. 

2. Ifthe rates are too high the tax may act like an excessive con- 
sumption tax and by pressing unduly upon the margin of comfort- 
able existence cause great privation. 

3. If levied chiefly upon the hizher incomes it may seriously 
trench upon the sum ordinarily devoted to the educational, philan- 
thropic and religious institutions and thus cause widespread in- 
jury to the immaterial interests of th» community. This objection 
has only in part been removed by the recent amendment to our 
income tax law. 

4. Excessive taxes on incomes will deplete the surplus available 
for investment and interfere with the placing oz the enormous loans 
which will be necessary in any evens. It might be replied to this 
last argument that the more you raise by taxes the less will have to 
be raised by loans. Tnis does not, however, meet the point. For 
if the taxes are so high as to discourage industry they will obviously 
dry up the source of future incomes and thus deplete to that extent 
the surplus which would otherwise be available for future loans. 
. Entirely apart from that fact, however, high saxes will interfere 
with loans in so far as the loans are financed even temporarily by 
the banks. Ifa would-be investor borrows from a bank, the amount 
of his credit will be in a certain proportion to his estimated profits. 
Every dollar’s diminution of his prospective income will cause several 
dollars’ decrease in the amount which he wili think it prudent to 


° Thi: has been done by Professor Sprague in his address before the American 
Economic Association. Papers and Proceeatngs of the T wenty-ninth Annual Meet- 
ung o} the American Economic Association, Dscember, 1918, p. 211. Similar propo- 
sitions were made in Congress, 
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borrow or which the bank will think it safe to lend. If, therefore, 
the income tax is so high as seriously to deplete his investing surplus, 
it will cause a far greater falling off in the amount which he can sub- 
seribe to the loan. It is significant that this is the chief argument 
that has weighed with the Chancellor of the Exchequer in England 
in refusing to increase English taxation.’ 

Excessive taxes on business again may have all manner of in- 
jurious consequences. : Taxes on war profits are indeed not open to 
the same objections, but our tax on excess profits is far more than a 
tax on war profits. When they are too high, they tend to check the 
needed transfer of industry and of investment to war purposes just 
at the time when new enterprise is desperately needed. Although 
our tax can by no means yet be called excessive, it is well known 
that in several important cases it has already begun to exert such 
a repressive effect. 

The evils of excessive taxes on exchange and consumption are 
so familiar that they need not be recounted here. 

It will be seen, therefore, that the dangers of excessive taxes are 
not to be overlooked. The anti-social consequences of excessive 
taxation are perhaps more to be emphasized than the similar evils 
of excessive loans. 

It is important, moreover, that the public mind should be in- 
formed not only as to the dangers of excessive taxation, but also as 
to the inevitable failure of exclusive reliance upon any single group 
of taxes. It would be in the highest degree unfortunate if through 
emphasis upon such slogans as ‘conscription of wealth" and the 
like, the general citizen body acquired the feeling that war taxation 
meant immunity for themselves. Just as the war from a military 
point of view can be won by putting forth the united efforts of the 
nation, so the war can be won from the fiscal point of view only by 
reliance upon the ability of the entire citizen body whether rich or 


poor. 

10 Mr. Bonar Law has stated this several times, the last time on August 13, 
1917: “I quite admit that in financing the war the government has to get the largest 
amount out of taxation which is compatible with maintaining the financial security 
of the country; but I have said many times that there comes a limit at which if 
you keep on increasing taxation, you might give up all hope of raising money by 
loan. It is obvious that if you tax to such an extent as to destroy the financial 
position, you must abandon all hope of loans.”  Parhameniary Debates, vol. 
xovii, p. 044, 945 
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Let there be no misapprehension about the ttesis of this paper. 
We are by no means opposed to high taxation. On the contrary 
we believe it is essentially sound finance to reise far larger sums 
from taxation in-war than in peace. We have no lance to break 
for the exaggerated policy of France or of Germany. But in con- 
sidering the limits of taxation one is apt to overlook obvious facts. 
In 191-1914 Great Britain raised by taxation 163 million pounds; 
in 1916-1917 514 million or 351 million pounds additional, t.e., 
about 215 per cent more. The United States raised by taxation 
in the four years 1912-1015 an average of 648 million dollars 
annually." The War Revenue Act of 1917, which is expected to 
yield $2,510,000,000, inereases the taxes by 387 per cent. Whatit 
really means to quadruple the burdens of taxation is not generally 
recognized by those who speak so glibly of defraying the entire 
expendi;uie of a war from taxation. That we have reached the 
limit, however, is by no means sure. The practical situation that 
confronts us is this. The additional war expenses this year will be 
about nineteen billions, of which about four billions are still to be 
provided. Itis, in our opinion, entirely feasible to raise more money 
by taxation, perhaps another billion or one and one-half billions 
from the income tax, the excess-profits tax and new excise taxes. 
The time may even come when we shall have to secure a still further 
revenue from taxes on accumulated wealth. But even with ali 
these resources it is indubitable that an important reliance will con- 
tinue to be, as it ought to be, on loans. The enthusiastic plan, so 
hastily advanced by some American economists of financing the 
war ‘mainly, if not entirely" from taxation, and even the fifty-fifty 
per cent program originally advanced by the executive, are so far be- 
yond the practicable or economically defensible that they may 
safely be neglected. 


VI. CONCLUSIONS 


The conclusions from the above analysis are a£ follows: 


1. Government Icans are indispensable to a sound war finance. 
If properly used, they tend to lighten the burden of & war. 
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THE RELATIONSHIP BETWEEN LOANS AND TAXES IN 
WAR FINANCE 


By Ouiver M. W. SPrBAGUE, Px.D., 
Harvard University. 


I shall discuss the relationship between loans and taxes in war 
finance solely with reference to the present case of the United States. 
I shall also assume that the people are prepared to adopt that 
financial policy, however burdensome it may be, which will enable 
us at the earliest possible moment to place an adequately equipped 
‘army in the field and sustain our allies with abundant supplies of 
food and military material. That this is a well-founded assumption 
general acquiescence in the selective draft affords convincing evi- 
dence. This policy, however strongly advocated by military ex- 
peris, would hardly have been adopted if the exverience of other 
countries during the present war had not made clear to the ordinary 
layman that it was the wise course to <ollow. Similarly, I feel cer- 
tain that if the people become convinced that a particular method 
of financing the war—financing it mainly by taxation, for example— 
would contribute to the speedy and effective mobilization of the 
economic forces of the country for war purposes, they would adopt 
that policy in the same spirit which they have manifested toward 
the conscription of men for military service. 

On the other hand, if it makes no particular difference in the 
conduct of the war whether the bulk of the funds is secured through 
loans or taxes, if it is a purely financial question, it is altogether 
unlikely that the people would be ready to meet bv taxation a large 
proportion of the cost of the war. Revenue from taxation during 
the war, slightly exceeding the amount which will be needed in 
subsequert years of peace to meet ordinary experditures and debt 
charges, would be the policy which almost certainly would be 
adopted. On purely financial grounds, the amount of taxation 
during the war should be somewhat greater than in the following 
years of peace since patriotic fervor lightens the burden upon the 
taxpayer, and during the continuance of a war business is somewhat 
more active than during a series of years good and bad in times of 
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peace. The special profits reaped by those engaged in industries 
stimulated by war are also a proper field for special taxation of the 
English excess profits varicty. 

The equities of the situation as between those who serve with 
the colors and those who remain at home would justify placing the 
entire burden of financing a war upon those who remain at home, but 
this in itself is not a consideration which can be relied upon to 
develop general willingness to make the sacrifice which the policy of 
taxation would impose upon the community. But suppose the 
people become convinced that the amount of taxation levied during - 
the war has an important bearing upon the speed and effectiveness 
of our preparations for the conflict. Under present arrangements, 
four billion dollars of our estimated expenditure during the current 
fiscal year are to be derived from taxation and fifteen billion dollars 
from loans. It is quite possible that this is a wise proportion, but if 
it were clear that some other proportion would better serve the 
purpose in view, is it to be doubted that the people would favor its 
adoption? ‘The proper, and also the feasible relation between loans 
and taxes in war finance is surely that proportion which will most 
speedily bring about the mobilization of our economic forces for the 
effective prosecution of the war. 

Without prejudging the question, and simply as a concrete 
method of approach, I am going to contrast the situatior. as it is and 
may be expected to develop under the financial arrangeraents which 
have been authorized, with the situation which might be expected 
to develop if the proportions between loans and taxes had been re- 
versed, and fifteen billion dollars were to be raised through taxation 
&nd only four billion dollars by means of loans. 

In one very fundamental respect the two policies would have 
similar consequences. The expenditure of nineteen billion dollars 
- means at the present level of prices the employment of something 
like a third of the capital and labor of the country in providing goods 
and services for the government. There will consequently not be 
enough labor and capital available to produce the customary 
quantity of goods and services for civilian consumption and for the 
usual annual additions to the capital equipment of the country. 
This radical, and one is tempted to say ruthless, change in the 
relative proportions between individual and national consumption 
will also be accompanied by very great.changes in the quantities of 
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the various things to be consumed. Some things will be wanted in 
much greater quantities, while in the case of others the demand will 
be greatly reduced. Those engaged in industries, the demand for 
the products of which is stunulated by the war will prosper, and 
labor and capital must be transferred to them from other industries 
which must necessarily become less than normally active. This 
transition from a peace to a war basis is necessari y a painful process 
to many engaged in well-established and prosperous businesses and 
to their employes. There is a natural inclination to make the change 
slowly, with the least possible disturbance and loss to those con- 
cerned. But what if military exigencies will brook no delay? Clearly 
this is our present situation. There is urgent need for the produc- 
tion of more food, ships and military material of all sorts. No 
sacrifice is too great which will accelerate and increase the production 
of these vitally important commodities. Unhappily, the process 
of transition from a peace to a war footing is proceeding slowly with 
consequent danger of increasing the loss of ‘fe at the front, the 
prolongation of the war, and in tke last analysis, increasing the 
money cost of the conflict. Supplies of efficient labor and of material 
for the war industries are not being enlarged to anything like the 
maximum possible extent. The fundamental cause of this un- 
satisfactory situation is not far to ssek. It is because the demand 
for labor and materials continues incense 1n industries, the products 
of which are valueless for war purposes. 

If the policy of financing the war mainly by means of taxes had 
been adopted, the civilian demand for the products of all our in- 
dustries would have been greatly diminished. Owners would have 
been eager to convert their equipment to war uses, and much labor 
would have been eager for employment in the war industries. It is 
the fundamental defect of the loan policy in the present emergency 
that it exerts a far less effective influence in these directions. The 
loan policy would be quite as effective if all subscribers to liberty 
bonds made payment entirely from current income saved while 
the proceeds of each loan were being expended by the government. 
In this event the civilian demand for goods and services would 
decline roughly in proportion to the increased government demand. 
A large part of the funds secured through war loans does, of course, 
represent current savings, but a very considerable part consists of 
borrowings from banks involving the expansion of bank credit. 
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There is an increase in the total amount of purchasing power with 
no corresponding increase in the volume of goods offered for sale. 
The civilian demand for goods is consequently not directly reduced 
by the full amount of the loans. People endeavor to maintain their 
accustomed scale of expenditure though it is manifestly impossible. 
The attempt is frustrated by the rise of prices." The expenditure of 
a given sum of money procures the proceeds of the employment of 
smaller and smaller amounts of labor and capital. 

The rise of prices which results from the loan policy of war 
finance is of course particularly burdensome to persons in receipt of 
stationary incomes and adds greatly to the money costs of a war. 
But these are minor defects in comparison with the check which it 
places upon the rapid mobilization of the labor and capital of the 
country for war. The continued civilian demand only slightly 
checked by exhortations to economy deludes producers into the 
belief that business can continue as usual for a long time, if not 
during the entire course of a great war. They continue to buy 
materials, retain their labor force by the offer of higher wages, and 
endeavor, often with entire success, to produce accustomed supplies 
of goods, regardless of their utility for military purposes. So far as 
materials are concerned, the government, or those having govern- 
ment contracts, may meet the situation by the offer of higher and 
higher prices, and where this course is only partially successful, may 
resort to the commandeering of essential products. As to labor, the 
offer of higher wages is not a sufficient means of securing an ade- 
quate and efficient supply and commandeering is out of the question. 
When steady employment at rising wages is offered at home, it is 
hardly to be expected that workmen will flock to the centers where 
war industries flourish. Moreover, the abnormally high wages 
that are offered all too frequently seem to be accompanied by, if not 
to occasion, & positive loss in efficiency. To sum up, although the 
total output of industry is now perhaps greater than ever before, 
the proportion of it which is of military value is far less than is 
urgently needed, and far less than its possible maximum. 

As evidence of the large possibilities of securing additional 
labor and materials for war purposes, a few concrete examples of 
conditions in particular industries and occupations will perhaps be 
helpful. Consider first the case of the pleasure automobile. There 
has been little if any diminution of the consumption of gasoline, and 
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very ‘few chauffeurs have been dispensed with. Chauffeurs as. a 
class have mechanical instincts and many possess not a little me- 
chanical skill. All of them could be usefully employed in connec- 
tion with our shipbuilding program or in allied occupations. This 
is not a question to be determined by the ability of the employer to 
pay the wages of the chauffeur. The country needs the discon- 
tinuance of such use of this part of its limited supply of labor. In 
any event it will be discontinued in the course cf time. Far more 
progress would already have been made in this direction if the War 
Revenue Act recently passed by Congress had insluded a tax of $10 
a month rising by stages to $50 a month after next March on all 
employers of chauffeurs for other than commercial or professional 
purposes. A heavy tax on gasoline used in running pleasure cars 
would also be serviceable here and ast the same zime effect a desir- 
able economy among those who drive their owr cars. 

Turning next to the sugar industry we find that manufacturers 
of candy and soda fountain syrups have been running full blast all 
summer, while economy in the household use of sugar has been 
urged and in some measure practicec. Subjected recently to tem- 
porary curtailment of production and threatened by the necessity 
of closing down permanently, manufacturers have protested on the 
ground that thousands would be thrown out of work—this at a time 
when even were sugar as plentiful as sand, it may well be doubted 
whether these businesses should continue at tke pre-war level of 
production. A heavy tax on candy and syrups would have con- 
served the supply of sugar and might also have led to a gradual 
contraction in production, rather than the sudden cessation of opera- 
tions which now threatens. In this instance, the loan policy cannot 
even be credited with bringing about that gradual transfer from a 
peace to a war footing which is so desirable when i; does moe interfere 
with military preparations. 

Consider next the wool situation. „Apparently the government 
will require practically all the available supply, yet having civilian 
orders on hand, the mills have not yet begun to curtail operations. 
Curtailment of production will apparently come in a series of jolts 
and perhaps with & crash. Had very much heavier income taxes 
been imposed the civilian demand for cloth would have been mate- 
rially restricted. Mulls would probably have graaually curtailed the 
scale of their operations relieving the labor market in some measure 
and conserving the supply of wool. 
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Finally consider the case of coal. Production is on a greater 
scale than ever before, yet the supply is inadequate and its move- 
ment taxes our transportation facilities. Price fixation is a further 
complication. The situation is so intolerable that the Priority 
Board will probably be forced to take drastic action limiting or 
cutting off altogether consumption in industries which are valueless 
for military purposes. By this method it will accomplish something 
which might have been brought about in a far more gradual fashion 
by taxation which would have placed a check upon individual 
consumption, and consequently the demand for coal in civilian 
industries. 

When subjected to the test of contributing to a maximum of 
military preparation in the shortest possible time, the revenue 
measure recently passed by Congress leaves much to be desired. 
In making this statement itis proper to add that it should not be 
taken as a criticism of the patriotic and generally speaking wise 
work of the members of the committees which framed the measure. 
The possibilities of taxation as a means of hastening effective mili- 
tary preparation have never, so far as Í am aware, been given 
thorough-going consideration. Another war revenue measure must, 
however, ke framed in the near future, and so it will perhaps be 
worth while to consider with this object in view some of the modifi- 
cations which may well be made in the present law. 

The very heavy rates of taxation imposed upon large incomes 
are entirely proper upon purely financial grounds; they have, how- 
ever, little or no significance with regard to military preparation, 
since the money taken by the tax gatherer from such persons would 
in almost every instance have been invested, most of it no doubt in 
liberty bonds. The more moderate rates on incomes of less than 
say $100,000 are quite as likely to occasion a reduction in the accus- 
tomed amount of savings as in consumption. A tax of twenty-five 
per cent, as in England, on entire incomes of $12,500 with suitable 
super-taxes on income in excess of that amount would be financially 
desirable and might also be expected to bring about not a little 
curtailment in the consumption of goods by individuals. But in- 
come taxes alone would not accomplish the end in view. The 
expense and administrative difficulties-of the tax forbid its applica- 
tion to the great mass of people. They, and in fact the entire com- 
munity, can be reached by taxes on consumption, and it is consump- 
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tion that must in some way be checked either by the unsatisfactory 
method of rising prices alone, or by a combination of rising prices 
and of taxation. Every commodity or service in connection with 
which much labor and material valuable for mil:tary purposes are 
employed would be a proper subject for taxation at the present 
time. We as a people are in the situation of an azhletic team train- 
ing for a contest. Eut there are so many of us that we lack the com- 
pelling unifying influence which is present in a small group working 
for a common purpose. Through taxation we can gain this unifying 
influence. It is, for example, not difficult to ecnvince most men 
that their chauffeurs might be more usefully emp.oyed, but for any 
one individual to act in the matter would obviously amount to so 
little that he ordinarily does nothing. Let virtually everyone dis- 
pense with chauffeurs and the value of the proceeding as a whole 
would lighten the feeling of deprivation to each individual. Again, 
in the case of sugar we might tax all sugar, or smee a part of itis a 
necessary food, we might tax only the articles o? luxury in the pro- 
duction of which it is an important constituent. A tax of twenty- 
five per cent or even fifty per cent on the retail price of candy would 
conserve sugar by bringing about a reCuction in one of its relatively 
unimportant uses. 

Many other commodities and services should also be taxed, 
but these instances will sufficiently illustrate the two advantages 
which may be gained. In some case3, a tax on tea for example, 
revenue would be the primary object, in others, as the tax on chauf- 
feurs, the setting free of labor or conserving materials for war uses. 

Of course the burden of heavy consumption taxes would fall 
unequally upon different people and classes. The same statement 
may be made regarding the effects of the rapid rise of prices occa- 
sioned when wars are financed by loans. It may, Lowever, be urged 
that people endure the burden which comes upon them from rising 
prices very much in the same resigned fashion that they accept the 
infirmities of old age, while analogous burdens due to specific taxes 
might occasion serious discontent. I should feel inclined to agree, 
but at the same time I should add that I feel even more certain that 
if the people are corvinced that heavy consumption taxes would 
contribute to preparation for the war and hasten its speedy con- 
clusion, they would not flinch from the burden. 


SHIFTING THE WAR BURDEN UPON THE FUTURE 


By Roy G. Buaxery, Px.D., 
University of Minnesota. 


^ 


Congress has already appropriated nearly nineteen billion dollars 
fcr expenditures of the current fiscal year which ends June 30 next. 
In addition, it has authorized contracts of over two and a half bil- 
lions for which it has not yet made appropriations. Pa-t, though 
nov all, of the money will be needed on these contracts this year, so 
that our total expenditures in round numbers will be twenty or 
twenty-one billions if no more are authorized. Our federal revenue 
lzws have been revised recently so as to raise about three and three- 
fourths bilions through taxes. If they are not further revised, this 
will leave sixteen or seventeen billions to be raised through loans, 
or a ratio of loans to taxes of about four and one-half to one. We 
have already subscribed about six billions in loans so we szil have to 
secure about ten or eleven billions in loans and nearly all oi the taxes. 
This means that about fourteen billions, or two-thirds of the total 
amount necessary, are yet to be secured after payment of subscrip- 
tions to the current bond issue. 

It is extremely difficult for us to appreciate what it means to 
raise twenty-one billion dollars in a single year. This is over twenty- 
fve times our ordinary federal expenditures prior to the war, it is 
twenty times our national debt of a year ago, it is over seven times 
our national debt at the end of the Civil War, and it is over four 
times the combined cost of all of our five wars beginning with the 
Revolution. Furthermore, it is more than all of the Enzente Allies 
spent in either the first or second year of the war, it is four-fifths as 
much as Great Britain, the largest spender, has used in three entire 
years, and it is two-thirds of the combined expenditures of all the 
central powers in the same three-year period. 

But these stupendous figures do not become real to us unless we 
consider them in terms of the sacrifice which they will mean. ‘The 
most accurate estimate of the national income of this country puts 
it at about thirty billions in 1910. The most recent estimates are 
based upon this, and, after allowing for the increase in prices and 
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for increased production due to more general employment, greater 
populgiion, speeding up, ete., they put the presert national income 
at forty-five to fifty billions. Our present plans call for a diversion 
of over two-fifths of this amount to war purposes. To put it in an- 
other way, the twenty-one billions mean an average of $200 for every 
man, woman and child, or $1,000 for every family of five in the 
United States. Reduced to these terms, we can begin to visualize 
what g tremendous burden this involves, though few of us can com- 
prehend that it is really to fall upon ourselves. 

Although many have not thought of the burden in very con- 
crete terms, some others have realized that twenty billions is an 
enormous sum to raise and that taxes twenty-five times as heavy as 
heretofore would be very grievous; hence many plans have been 
suggested to obviate the use of such taxes and to avoid or lighten 
the burden through borrowing. ‘There are few fa_lacies so plausible 
and yet so harmful and general throughout the land as those 
involved in the idea that we can shift the larger part of the burden 
of this war to the future by substituting loans for taxes. One 
reason that this idea is so harmful is that it contains all the evils of 
a half truth; another and most important reason is that we are con- 
fused with money and monetary terms so that we do not see clearly 
the real things for which money stands. 

When we stop to think we know that it 18 not twenty-one bil- 
hons of dollars which our government wants ultimately, but twenty- 
one billion dollars worth of commodities and services. Our national 
income does not consist of forty-five or fifty billions of dollars of gold, 
silver and paper, but of that many dollars worth of wheat, lumber; 
minerals, clothing, automobiles, ete. There are less than five bil- 
lions of actual gold, silver and paper dollars in existence in the United 
States. These dollars are the counters in terms of which the real 
things are measured and by means of which they are exchanged 
more easily. For our present purposes to have zold, or silver, or 
paper is not to have anything of value in itself, but merely to have & 
claim upon real things for which it can be exchanged. It is obvious 
that our government needs money in order that it may exchange it 
for men and commodities, for it is with these that it must fight the 
German military forces. It is obvious, also, that it must have these 
men and commodities now. Munitions of 1980 and men not yet 
born cannot be hurled against the eremy’s lines» The burden of 
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furnishing all of these things must be assumed now, it cannot be put 
off till the future. 

If we could borrow from other nations, we might fight the war 
with what they loaned to us and we ourselves go ahead consuming 
what we produce, as we have been doing before the war. In thet 
case, we could shift the paying of them, that is, the burden of the 
war, to the future. But there are no other nations who can lend to 
us at this time; we ourselves must raise an army, equip it and keep 
it supplied. Not only must all of this be done at home, but in addi- 
tion, we must help to feed and equip our allies. None of this can be 
left to the future. 

Of course the next generation will be injured because of this 
war. Billions of dollars worth of labor and food and steel and other 
materials that are now absolutely destroyed in war are diverted 
from the construction of railroads, irrigation systems, manufactur- 
ing plants improved roads, houses, all of which might have aided 
our descendants and made their lives fuller and happier. If a man's 
property is destroyed his children receive an impaired heritage, both 
he and they suffer. Our descendants must suffer in this fashion be- 
cause much of their patrimony is being destroyed. But we cannot, 
as a natior, postpone our burden if we would, nor can the future he_p 
us. Then why delude ourselves with thinking that it can? 

But while it is impossible for this nation to shift part of the bur- 
den to the future, it is possible for certain individuals and classes to 
shift parts of their shares on to other individuals or classes, both now 
and in the future. This is true whether all of the means to prosz- 
cute the war are secured through loans or taxes, or both. Let us 
consider the two means of taxes and loans, respectively. Realizing 
that everything needed must be secured now, everyone will concede 
that each individual should pay his just share. This will mean a 
much greater part of large incomes than of small ones, but we shall 
not here go into details of exactly what constitutes a just share. We 
merely assume that each should pay his just share when what is just 
has been determined. " 

We may assume first that each individual pays his share in the 
form of taxes. These taxes might be paid in money or in kind. In 
either case, what the payer gives up and what the government gets 
ultimately is services and commodities. For this payment, the 
government gives the payer a tax receipt. Suppose on the other 
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T 
hand that each individual gives up to the government his just share 
in the form of & loan. This is exactly the same amount as we sup- 
posed in the first case that he gave up in taxes. In this case, as in 
the other, it may be in money or in kind, and, similarly as in that 
case, he really gives up and the government gets services and com- 
modities. The only difference in the two cases is that in the first 
one he has a tax receipt and in the second he has a government bond, 
& promise that he shall be paid back with interest. 

But let us consider the paying back process. If the future 
taxes are levied justly, each one (or his heirs) will be taxed just 
enough to pay his own bond and whatever interest it draws. That 
is, he merely transfers money from one pocket to another and his 
bond is paid. When ae lent to the government and thought he was 
better off than if he had paid taxes, he deluded himself. 

It is obvious that if anyone pays less than his just share, some- 
one else must pay more. But when & war comes unexpectedly it 
may find many individuals unprepared to pay their just shares of & 
new and large burden. It may be best all around to permit some to 
assume the burden of others temporarily, either wholly or in part. 
This may ke done whether the government supplies its needs through 
loans or through taxes. Because this 13 so apparent in the case of 
government loans, we shall consider only the case of taxes. Assume 
that the government is to secure everything through taxes. Assume 
two men of equal abilizy to pay taxes. At the time the war burden 
comes A has a large shoe plant turning cut thousands of pairs daily. 
B has a smaller plant, but he is building a large additional one to 
construct which he is borrowing, besides turning into 1t all the pro- 
ceeds from his existing plant. Let us assume that neither has other 
liabilities or assets. It is obvious that A can use his proceeds above 
living expenses, either to pay taxes or to buy bonds. The amount 
thus available for government use is probably greater than his share 
of the government requirements, at least, he proba»ly can make it 
greater by reducing his ordinary consumption of luxuries and near 
luxuries. But it is not so convenient for B to pay taxes. The only 
way he can do so is to give up his new plant which would involve 
great loss, or to borrow more. He ought to be able to borrow and A 
is in a position to lend to him. That is, A advances B's taxes, and 
later, when B’s larger plant is turning out its full quota and his debt 
for construction is paic off, he concludes the transaction by paying 
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his debt to A. In other words, for the time being, B shifted his tax ` 
burden to A and later B repaid A with interest and each profited by 
the transaction. 

In this last assumption, the government secured everything 
through taxation, nothing through loans. But this 3ame thing 
might have been accomplished through government loans. Assume 
again A and B as in the last case. The government offers a bond 
issue. A is in a position to buy bonds, but B is not. In buying 
more than his share of bonds, A is really lending, through govern- 
ment agency, to B, who is not now in & position to buy his share. 
Now observe the process of paying off these bonds. Though A 
and B were equally able when the war came on, B is now more able 
to pay taxes because A has lent the proceeds of his plant while B 
has not only loaned but has put his proceeds into a bigger plant 
so that he now has more property and a greater output than A. 
Both A and B must pay taxes to redeem the bonds. If the bur- 
den is distributed equitably on the basis of our former assumption, 
A’s taxes will be enough to pay himself, not all the government 
owes hirn, but just the amount which would have been his just 
share of taxes plus interest on the same, if he had paid taxes in the 
first place instead of buying bonds. B's taxes will pay the rest due 
A and they will be the exact amount which B would have paid in 
taxes plus interest, had he paid taxes in the first place instead of 
letting A buy bonds equal to the share of both. In so far as the 
government can make easier advantageous credit transactions by 
itself assuming the borrowing agency instead of leaving the trans- 
actions to be arranged between individuals, there is & further net 
gain. This is the real essential economic justification of govern- 
ment loans. 

We shall take up later some of the offsetting losses occasioned 
by the borrowing plan. But before we go further, we should note 
again that whether the government supplies its needs through taxes 
and thus necessitates private borrowing, or whether the govern- 
ment itself does the borrowing, the shifting of the burden is not from 
the present to the future so far as the nation as a whole is concerned. 
All the shifting now and in the future is between individuals. If 
there were no offsetting losses the total net burden would probably 
be a little less in the present because of the government loans but 
the national burden of the future would hardly be affected one way 
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or the other. It would be merely a matter between individuals; 
what was given up in taxes by certain persons would be received by 
part of themselves in payment of bonds and interest. It 1s con- 
ceivable that this redistribution of income might be either advan- 
tageous or disadvantageous from a national standpoint. 

This point may be made more vivid if we consider the case of 
Germany who has been unable to borrow much from outside her 
own borders. Because of this fact many said at th» beginning that 
Germany could not last long. But she has demonstrated that she 
is a powerful enemy with an unconquereble fighting machine just so 
long as she can provide men and materials. Having mere gold and 
silver is a secondary matter, but having the necessities of war when 
needed rather than in the future has been her chief strength. True, 
she has floated huge internal loans but that has not postponed the 
national burden of carrying on the war, it has merely been & shift 
between various citizens of the empire as becomes obvious if we 
consider what would happen if the internal debt were repudiated 
later. In such a case the taxpayers would retain the money which 
would otherwise be transferred from them to those who owned 
bonds. In so far as the taxpayers anc bondholders are identical, 
the transfer of money would be first to the government and then 
back to the individual. Of course, the same reasoning applies to 
the United States. 

The advantages of accommodation which government loans 
permit are very great in the beginning of a war when readjustments 
are being made and while a new tax system is being made productive 
as Professor Adams! points out. Later they lose much of this ad- 
vantage and they involve certain imporzant disadvantages as com- 
pared with taxes. One of the most important of these disadvan- 
tages is that the burden of taxation is apt to be d:stributed more 
equitably if the taxes are levied during the war than if after its close. 
The well-to-do classes nave practically always controlled legislation 
directly or indirectly and they are much more likely to be willing to 
assume their just burdens during the war while the spirit of patriot- 
ism is almost universal and while others are giving their lives to the 
country. After the war closes they are much more apt to resort to 
indirect taxes which fall upon people in proportion to what they cón- 
sume rather than in proportion to their ability to psy. 
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In this connection I should call attention to Professor Selig- 
man’s? stetement that the experience of the Civil War showed that 
the reverse is the case. It is true, as he stated, that many of the 
excise taxes were repealed before the income tax which fell more 
heavily uson the well-to-do. But the significant fact which he did 
not mention is that the high tariff duties, which during the war were 
merely compensatory, were retained for half a century after the war 
and during all of that time formed the bulwark of federal revenues 
as well as a source of privilege to the industrial entrepreneurs. Few 
warnings of the Civil War are more important in the present case 
than that suggested by this experience. In the violent readjust- 
ments which the-elose of the war will necessitate, we are almost sure 
to have a widespread demand for protectionism and the revenue 
needs of the government are apt to be used as a strong argument for 
this form of subsidy to the few at the expense of the many. Hence, 
there is a triple reason for high taxes during the war: first, the pairi- 
otic call which will mean more equitable distribution then than later; 
second, high prices during the war which cut down the standard of 
living of the masses but bring greater profits to the employers of 
labor and the large scale producers and sellers of war necessities, 
thus enabling them to pay high taxes; third, the demoralization of 
readjustment following the war which will bring an immense decline 
in profits and ability to pay excess profits and other taxes and which 
will at the same time cause great numbers of soldiers, munition 
makers and others to be taken off of the government payrolls and 
put upon those of readjusted private industries. 

A still further and indeed the mostimportant advantage of taxes 
over loans is that, if levied properly, they are much more likely to | 
cause everybody to economize in accordance with his ability to do 
so. If one has to pay $100 or $1,000 in taxes, he is much more apt 
to economize immediately than if he lends that much to the govern- 
ment thinking that he has an investment which will not only bring 
interest but which will be paid back later. He forgets, or never 
realizes, that he may have to repay himself later, and hence is in- 
clined to save less than if he had made a gift or paid a tax to the 
government. Furthermore, he knows that if he has unexpected 
financia! needs in the future he can sell his bond and get his money 
back, or that he can borrow on it at the bank, so there is not the 
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necessity for him to economize as in the case of taxes. „We shall 
attempt to show a little later the extreme necessity of widespread 
and stringent economy. 

All economists, including the few who advocate a large propor- 
tion of loans as compared with taxes, as well as the many who advo- 
cate the reverse proportion, agree that the borrowing of money from 
the banks to buy bonds, or the borrowing upon bords as collateral, 
or the purchase of bonds by the banks is certain tc cause inflation. 
Furthermore, all agree that this inflation, by causirg a rapid rise in 
prices, injures very seriously nearly all wage-earners, salaried em- 
ployes and all receivers of relatively fixed incomes, but benefits those 
who pay these wages and other relatively fixed incomes, and espe- 
cially those who have large quantities of commodities to sell. In 
other words, inflation means & redistribution of incorae and property, 
mostly in favor of the active business class and to the misfortune of 
the large laboring class. But the details of inflation, how it is 
brought about and how it works, I shall leave for cthers to discuss. 
Suffice it to say that the evils are extremely great as our own ex- 
perience in the Civil and Revolutionary Wars and as experience in 
scores of other cases has abundantly proved. 

The idea that we can put off a large part of the war burden till 
the future and the policy of huge loans and inadequate taxes which 

“it encourages are largely responsible for our failure to economize 
now as we should. As already mentioned heavy taxes would im- 
mediately bring home to us the necessity of economy. But as it is, 
many still continue to preach “business as usual” and many others 
think the war can be financed by some sort of financial legerdemain. 
They do not begin to realize the extent of the sacrifice which it 
means. 

Let us recall that after allowing for speedirg up, increased 
population, more general employment, higher prices, ete., the best 
estimates of our national income place it at forty-five to fifty billion 
dollars, and that Congress has authorized expenditures of two-fifths 
of this income for war purposes this year. Let us recall, too, that 
this income and these expenditures are not dollars but that they are 
real commodities and services. The government cannot by any 
financial hocus-pocus get twenty billions worth of commodities and 
services unless we give up that amount and live on the remainder. 
If business continues as usual, it means that we demand the same 
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, necessaries and luxuries as before, that the same men and farms and 
manufacturing plants are necessary to produce these goods as before 
_and that the government.can secure nobody to fight in its armies or 
to make ships, munitions and other extraordinary things needed to . 
carry on a war. It is possible to carry on a huge extra undertaking 
like the war only by diverting a large part of our energies from the 
usual chennels. Everyone who does not save, who still demands 
the same goods as formerly, prevents the labor which produces what 
he consumes from being diverted to government use. Those who 
give up luxuries and near luxuries permit the labor and materials 
and plant used in their production to be diverted to making necessi- 
ties of lifa and munitions and other commodities needed to supply 
the military forces. We have already shown that this diversion 
must take place now, to put it off till the future means to lose the 
war. If any person does not do his share of saving, someone else 
must save more. But laboring under the delusion that this burden 
may be shifted in large part to the future, very few of us have begun 
to economize to the extent of two-fifths of our income, which is the 
average amount that must be saved to carry out present plans. 

It is estimated that heretofore we have been saving five or six 
billion dcllars annually and with it constructing new capital in the 
form of additional railroad, irrigation, manufacturing and other 
plant. If all of this construction could be and were stopped and 
the labor and commodities which have hitherto gone into it were 
. turned to direct war purposes, we would have to reduce our ordinary 
consumption by only fifteen billion instead of by twenty or twenty- 
one billion, that is, by only a third instead of by two-fifths. 

But it will be said that not everyone can reduce his consump- 
tion by a third. This is true of the masses with small incomes, but 
it is not true as many seem to think, that the rich can bear all or 
nearly all of the burden of twenty billions a year. Their total in- 
come does not amount to that sum. Dr. E. Dana Durand, than 
whom there is no more competent authority in the United States, 
has calculated that only one-tenth of the entire national income is 
received by those having incomes in excess of $25,000. In order to 
secure two-fifths of the total national income it would be necessary 
to take 190 per cent of all of the family incomes in excess of $1,500. 
Even if allowances are made for recent changes in American incomes, 
it is apparent that the rich alone cannot finance the war. While it 
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is true that they can make much the largest contributions per family 
and even in proportion to their total incomes, still it is necessary 
that all classes shall economize. 

Besides the misconceptions mentioned above, there are many 
others current throughout the country. Among them we shall 
take time to mention only a few of the most popular and plausible 
ones. We are told upon all hands thaz, of the twenty-one billions, 
seven billions are not our own expense but are for loans to the allies. 
So far as the war period is concerned, these loans are to all intents 
and purposes our own expense. Like ourselves, the allies want and 
must have commodities, not gold and silver, and we can furnish 
these to them only by doing without them ourselves. 

In connection with our loans to the allies there is another com- 
mon fallacy in the implied advantages which we ere to receive be- 
cause all of these loans will be spent in this country. It is true that 
this will mean more work and a greater demand for our commodities 
and this is probably £ good reason why those who are thus specially 
benefited should subserioe more liberally for bonds. But for the 
nation as a whole this is not an advantage but s cistinct disadvan- 
tage. We do not at the present need more work, rather we need 
more help to perform the enormous tasks before us. The pity is 
that the allies and ourselves cannot spend this money to advantage 
in other countries so that we might have that much additional aid 
in overcoming the common enemy. 

Another misconception is common among those who urge the 
withdrawal of savings bank deposits to buy bonds as well as among 
those who urge insurance and other investing companies to accept 
government bonds in payment of premiums. To withdraw savings 
from a bank means that the bank must withdraw loans to others; to 
pay life insurance premiums with bcnds means almost the same 
thing. Unless these and similar transactions cause the party at 
one end or the other to cut down his consumption in order to replace 
amounts thus withdrawn, no service has been done the national 
cause. To thus economize is just what the man who uses bonds to 
pay life insurance premiums or other obligations is not likely to do. 
It is because he doesn’t want to make the extra sacrifice that he 
wants the privilege cf using bonds as money. Of course, to borrow 
from a commercial bank to buy bonds is one of tae quickest methods 
of causing inflation. The same result happens if the bank itself 
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buys bonds. With 4 per cent interest on government bonds, and 
even higher rates probable if the war continues much longer, there 
will be a terrible strain upon savings banks. The recent bond issue 
is causing a large withdrawal of savings deposits and banks them- . 
selves are subscribing to the bonds to prevent even greater with- 
drawals. As time goes on this is-apt to become worse instead of 
better and with it inflation will grow apace. 

If the reduction of consumption by two-fifths or a third of what 
we have been used to could be quickly brought about voluntarily or 
by a proper system of taxation, we could finance the war, that is, 
secure the men and commodities with which to prosecute it, without 
any process of inflation. But when these commodities and services 
cannot be gotten by voluntary saving and when there is too much 
objection to, adequate taxation, then the government must resort to 
borrowing. If this is done upon a large scale, as in the present war, 
the banks are gradually forced to lend directly or indirectly and also 
to buy bonds themselves, in order that bond issues may not fail and 
that the government can get what it needs. Mr. Schiff? openly 
advocates this increase of credit by the pyramiding of deposits, be- 
cause, as he states, the people cannot or will not save enough. 

But the heaviest taxes that are likely to be adopted will not 
prevent the consumption of many luxuries and near luxuries. Let 
us take one example. Even though it does have an effect, the pres- 
ent tax of 3 per cent, or even a tax of 25 per cent, on pleasure cars 
wil not prevent many from being bought, although reduced in- 
eomes will have more effect. All unnecessary demand for such 
luxuries keeps from the army needed men and munitions. Why 
should not the government decide as in the case of coal, sugar and 
other commodities, who has a legitimate need for automobiles in war 
times and absolutely probibit others from buying them? Many 
other similar examples suggest themselves to everyone. We might 
well go much further than we have in this direction; ordinary 
economie forces usually work fairly well in the long run, but they are 
too slow in many cases in an emergency like the present. Of course 
we would not disregard entirely the cautions given by Prof. H. C. 
Adams.‘ 

Inasmuch as the problems of proper taxation are discussed 
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more at length elsewhere, we shall nct go into details here, but we 
will call e&ttention to the many cries that heavy taxation will hurt 
business, dry up the source of revenue and even cut down produc- 
tion at the time when it is most needed. This is & very serious mat- 
ter in some of its aspects, and much care should be taken in levying 
proper taxation. Our present excess profits tax ‘s far from perfect 
and 38s meny wrinkles which need ironing out. But most of those 
who criticize heavy taxes upon business do so almost indiscrimi- 
nately. It is unfortunate to hurt any business man or employe, 
but it is for the national good, in fact, absolutely essential, that un- 
necessary production should cease and that those engaged in such 
should go into the military service, or furnish supplies for the mili- 
tary, or do the work of others that the latter may help the govern- 
ment. The adjustment is painful and it shoulc be handled with 
discretion but it should be forced. ‘Tnose industries which minister 
to war needs will have such greatly increased demands that there is 
little danger that they will be taxed to death. Of course, such taxa- 
tion is theoretically possible, but taxation which leaves 10 per cent 
or more net profit should not discourage the investment of capital 
in these lines nor the largest possible output, if the entrepreneurs of 
America heve the least spark of unselfish patriotism. It would be 
all the more desirable to invest in these industries if others less use- 
ful were taxed more heavily. Existing tax measures intend to leave 
most of our war Industries & much larger net profi; than 10 per cent, 
though it is true that many difficulties, and particularly the matter 
of obsolesc2nce, must be worked out. 

. We would not deny the function of eredi; which Professor 
Seligman* emphasizes so much, in faci, we have already illustrated 
its advantages under certain conditions, but we think he lays too 
much stres3 upon subjective as opposed to objective costs. Where 
what is borrowed is destroyed as in this war, we think it important 
that people realize what are the objective cosis, and that such a 
realization will have an effect upon subjective costs. If people are 
ignorant tke immediate subjective costs of indirect taxation may be 
less than half that amount of direct taxation. But if they appre- 
ciate the facts, the subjective costs of the two taxes will be reversed 
and society will be better off for the change. Bond issues which 
cause inflasion really amount to unduly heavy indirect taxes upon 
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the masses, not in accordance with their ability to pay, but in pro- 
portion to their expenditures. It is important that both financiers 
and the masses realize this fact so that subjective costs shall her- 
monize with the public welfare. 

In concluding let tne give two homely illustrations of the main 
points which I have been trying to emphasize. The United States 
is 80 large that we cannot see it as a unit, hence let us consider a 
ranch or a plantation which is more or less isolated and self-suffi- 
cient. The father and his sons, perhaps the families of several sons, 
besides mgny helpers, are actively engaged in producing a living 
for the group. After the necessities are provided for, some can ce- 
vote themselves to producing comforts and even luxuries. Suppose 
the neighboring ranches or plantations are beset by a powerful enemy 
and this ranch goes to their rescue. Would anybody argue that 
they can put off any of the war burdens till the future? Or would 
anybody urge that those who were making candy or silk dresses or 
pleasure cars, or other unnecessary things, should continue as usual? 
Would not all energies be directed to the most direct war purposes, 
and would not everyone reduce his demand for luxuries, and even 
for ordinary necessities as much as possible? 

To take the second illustration. Let us look at our national in- 
come of 1910 as 30,000,000,000 gallons of milk instead of that many 
dollars worth of commodities and services. Suppose an increase of 
five or ten billions up to 1917, due to actual increased production, 
and a still further increase to forty-five or fifty billions due to pour- 
ing in of water. Suppose at this time a war makes it necessary that 
the government have twenty billions of this total of fifty billions. 
The government may take different methods to secure this amount. 
It may get it by taxing or by borrowing. If these methods cause a 
corresponding reduction in consumption of milk, this can be accom- 
plished successfully, but if one method, say borrowing, caused a 
dilution of the milk, difficulty arises. If such evasion of economy 
is attempted, the government is forced to pour in water or to have 
others pour in water forit. By pouring in thirty or thirty-five bil- 
lions of gallons there is made a total of eighty or eighty-five billions. 
The government can then take out thirty or thirty-five billions and 
get twenty billions of real milk and the public can have left for civil 
needs fifty billion gallons of what it calls milk but which is really 
very much leas. A reduction of consumption has thus been forced, 
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not by taxes but by inflation. Those who received a stated in- 
come still receive the same number of gallons (or dollars) or even 
possibly somewhat more, but the food value (or purchasing power) 
is much .essened. 

These two illustrations bring home three important points: 
first, that the burden of the war cannot possibly be put off till the 
future; second, that the burden is enormous and inevitable and 
cannot ke met by any financial makeshift, but demands unusual 
and stringent economy; and third, that attempts to shirk economy 
through excessive loans will not make the burder less but will dis- 
tribute it much more inequitably: 

As we have intimated above, the fundamental ines in our war 
finance 1s the stimulation of production for war which is possible 
only through reduction of consumption. This reduction is even 
more imzortant prastieally than a total increased production, be- 
cause it has much greater possibilities‘within a short time. If we 
will cease to delude curselves about the possibility of shifting a large 
part of the immense burden upon the future, or of avoiding it in 
other impossible ways, and really recognize the task as it 1s and 
undertake to grapple with it, we can avoid some cf the terrible mis- 
takes of the past. This means that we should now raise larger 
amounts by taxation, and that an even greater proportion should be 
so raised hereafter as industry becomes more adjuszed to the changed 
conditions. Furthermore, economies should be forced by govern- 
mental suspension oi unnecessary production. 

The present limit to taxation is psychological. That limit may 
well be pushed much further if there can be a general appreciation 
of the real ways in which the war mav be financed. The danger is 
that in trying to escape the discomforts of the great economies which 
are absclutely necessary, we shall, through excessive borrowing, 
throw an increasing amount of the financing upon the banks. There 
is little kkelihood that the government will use paper money; that 
has beer too much discredited. Waile that method might have 
been resorted to in Civil War and previous times when note issue 
banking ws common, in the present she much more subtle and ef- 
fective method is through the pyramiding of deposits, as actually 
advocated by Mr. Sehiff. By trying [to escape thus, the nation 
shall not escape, but shall be forced to even EAE sacrifices, In 
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fact, it shall force its masses, who can least afford to economize, to a 
greatly reduced consumption through a further decreased purchas- 
ing power of the money medium. 

To thus secure the reduction necessary to win the war through 
inflation is most inequitable and probably the most disastrous 
method in the long run. “To make the world safe for democracy” 
is flaunted upon our banners. It is a worthy battle cry in our 
supreme struggle with Prussian autocracy. But in the adaptation 
of means to ends it should not be disregarded at home at the foun- 
tain head of democracy. 


DO GOVERNMENT LOANS CAUSE INFLATION? 


By Jacos H. HorrawpEm, Pm.D., 
Professor of Pohtieal Economy, The Johns Hopkins University. 


In the cynicism born of world collapse, George Brandes has 
lately revived an epigram imputed to Frederick the Great: "I 
begin by taking. Then I always find men of science to prove the 
justice of mv claim.” There is danger of scholarship becoming thus 
“official” in a democracy no less than in an absolutism. Public 
passion cracks as sharp a whip as any despot, and the applause of the 
market-place is as grave a menace to independert thought as the 
favor of the throne. 

In public finance, war or peace, the treasury i3 always beset by 
two opposed forces. On the one hand, there is opportunism and 
practicability—opportunism in using the stress of war need to ac- 
complish ends in doubt; practicability in meeting the fiscal strain 
with least trouble and dislike. On the:other hand is economic 
theory and fiscal law—rugged and dure, straight'and narrow, serving 
the public need with measures conceived solely with respect to 
fiscal principle, and hewing to this line even with struggle in making 
and difficulty in carrving out. . l 

Certain'y no budget has ever been wholly the one thing or the 
other—utterly neutral in convenience nor wholly virginal in theory. 
Even a time-serving finance minister must occasionally relapse 
into science without knowing it, and the scholar enthroned in the 
exchequer cannot have all literally as his text-books set forth. 
But the varving degree of emphasis is sufficient difference. In the 
one case convenience is the end in view with theoretical excellence a 
by-procuct; in the other, fiscal theory holds mitigated by practical 
concession. 

The ròle of the student critic called to pass judgment upon these 
alternate policies is at least in one respect plain. He should insist 
that each policy stand firmly on its own merit, and that if non-fiscal 
considerations are to affect the course this should be clearly set forth. 
Most of all, should he resent the use of bad scientifie reasoning in 
praise of one procedure or in blame or the other. 
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A glaring instance of this misuse is the outright resistance to 
funding in war finance on the score that it makes inevitably for in- 
flation and thus for high prites—or. more briefly the inflation arzu- 

| ment against war loans. Both as a melancholy example of scientific 
lapse, and as a miechief-making error in the actual conduct of war 
finance, it has seemed worth while to examine this claim. 

It is possible to trace with some exactness the growth of the 
doctrine. Without returning to shadowy beginnings, the first ex- 
plicit phrasing of the argument appears to have been made in 1915- 
1916 by an English economist of note, Mr. A. C. Pigou, professor of 
political economy in the University of Cambridge in two publie 
lectures delivered in Cambridge, in articles contributed to the 
Contemporary Review and, more formally, in a little book on “The 
Economy and Finance of the War." 

The preface of Pigou's book is dated October, 1916. In 
. December, 1916, at the meeting of the American Economie Asso^ia- 
" tion held in Columbus, Ohio, an eminent American economist, 
Professor O. M. W. Sprague of Harvard Uniyersity, presente: a 
paper on "Loans and Taxes in War Finance" wherein, quite in- 
dependent of Pigou's exposition, the inflationist argument against 
funding, foreshadowed in certain of the speaker’s earlier writings, 
was set forth with detail and vigor. Admitting that ‘it is not 
absolutely inevitable that war finance based-on borrowing shauld 
cause @ general rise in prices," Professor Sprague noted that “It is 
significant, however, that whenever governments have resortec to 
this policy prices generally have mankested marked and continved 
upward tendency." 

Professor Pigou's and Professor Es 8 views, spoken vit 
some measure of scientific restraint, were received with attention, 
if not assant, within expert erie. They were given o acou 
and vogue by the Minnesota “memorial of American economists 
to Congress regarding war finance,” an attempt to determine con- 
gressional action upon the then pending war revenue bill by arraying 
the body of academic economists in support of such propositions as: 

It may be necessary for & month or two at the outset to issue a limited amount 
of bonds, pending the collection of increased taxes, but beyond these, which might 
well be made repayable within a year, no necessity for bonds exists. " 

Thus far the inflationist doctrine had circulated as an academic 
hypothesis. In April, 1917, it was unexpectedly translated into the 


i 
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higher altitude of state policy by a sentence oi President Wilson's 
message to the special session of Congress: 
It :s cur duty, I most respectfully urge, to protect our people so far as we may 


against tha very serious hardships and evils which would be likely to arise out of 
the inflation which would be produced by vast loans. 


TII 


The inflationist argument has bean too ofter. set forth to need 
restatement here. Its drift will be recalled by the summary of a 
competent student, Professor Sprague: 

Many subscribers [to the loans] borrow from the banks the funds required to 
meet their commitments, pledging other property and even the war loan itself. The 
banks £dopt a liberal patriotic loan ‘policy and also subscriba largely on their own 
account. These transactions, the borrowing from banks ard the investments by 
banks, occasion expansion in the volume of credit, both in the form of bank notes 
and of deposits, and are the most potent single cause of the general advance in 
prices curing periods of war. 


If we follow the first impulse of tre scientist and turn from out- 
right hypothesis to attempted proci, the inflacionist contention 
encounters rough sledding. No one has to my knowledge sug- 
gested that verification be found in past war financing, nor is there 
likely to be such claim. For even remotely pareJlel conditions we 
should be obliged £o turn to the two great wars of the past hundred 
years—the Napoleonie struggle and our own Civil War—and here 
the relative crudity of banking operations in the one case and the 
all-eclipsing effect of fiat issues in the other put any kind of helpful 
comperison out of question. Such warrant as may be found for the 
doctrine is to be sought in the fiscal developments of the past three 
years—ia tae longer experience of Great Britain, in the more recent 
history of the United States. 

ås far as Great Britain is concerned, there has been an extraordi- 
nary rise in general prices and there have been extensive funding 
operations. The Economist index number which in August, 1914, 
stood at 2698 had risen in August, 1915, to 3296. in August, 1916, 
to 4372, and in August, 1917, to 5658—a relative change of 110 per 
cent. As to funding operations, the net borrowings including loans 
to allies and dominions, from August 1, 1914, to August 25, 1917, 
were rouzhly twenty billion dollars as compared with somewhat more 
than six billion dollars raised by revenue. . 
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But the Enghsh situation has been affected by the issue of 
treasury notes “to a much greater extent than was required to take 
the place of the gold which has been ealled in from circulation" and 
by & great increase in the coinage of silver. Moreover, English 
borrowings are an intricate complex of war loans, treasury bills, 
exchequer bonds, war savings certificates and bank credits against 
ways and means advances. 

During the past months there has raged in English financial 
circles, technical and academic, a controversy recalling in variety and 
intensity the classic bullion debate of a century ago, as to whether 
inflation really existed in England, whether it was unputable, wholiy 
or In any part, to public borrowing, and whether this consequence, 
if existent, was avoidable or inevitable. The result has been, if not 
to leave the main issue in doubt, at least to make it impossible in our 
present knowledge to determine the respective contribution of the 
several factors involved. 

In the United States we have witnessed a hardly less sensational 
rise in prices, the Department of Labor index number of wholesale 
prices standing at 100 in 1916 as compared with 81 in 1915 and 80 
in 1914 and advancing thereafter to 139 in April, 1917. But during 
this period the country was still in neutral state, and there was 
no resort to large scale borrowing. There were extensive purchases 
of cbligations of foreign governments; but these were not remotely in 
excess of the new domestic capital issues that more normal condi- 
tions might have been expected to induce. If any closer connection 
between funding and inflation be sought, it appears that the period of 
war loans, dating from the first liberty loan, was & period of continu- 
ing rising prices, the Department of Labor index number of wholesale 
prices advancing from 189 in April, to 140 in May, to 150 in June; 
but that the percentage of increase was not sensationally more rapid 
than in the preceding period. 

Returning then from unsucdessful induction to cautious analy- 
sis, it appears that inflation may conceivably but need not inevitably 
result from funding operations. The actual process has been subject 
to searching examination by Professor William A. Scott, and the 
conclusions therein reached are likely to represent the present con- 
' gensus of deliberate economic opinion: To the extent that bonds are 
‘bought, ultimately, from uninvested capital, from current income, 
from liquidated investments, or from future savings there can be no 
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inflation. To the extent that bonds are bought by banks for their 
own account by credit creation, or by individuals through bank 
loans cr are thereafter hypothecated for such loans, and partake 
of the nature of long time engagements rather than of installment 
purchases—inflation may result. The actual proportion of such 
non-inflating “savings” purchases to the class of potentially in- 
flating "credit" purchases is, in the war-funding experience of the 
United Sta;es, undetermined. But whatever it be, there is no 
fixity attached thereto and financial policy exercised through bank- 
ing control can reduce to the degree oi virtual elimination the rela- 
tive and even the absolute importance of credit purchases. 

In the far less guarded form in which it has circulated in the 
United States, the inflation argument represents not the use of 
wrong theory, but the abuse of a right one. It is reminiscent of 
Kilia’s injunction to aschew roast pig lest conflagrations be encour- 
aged, or a later counsel to travel on foct because badly driven horses 
will sometimes shy. That an unwisely directed borrowing policy 
may take tke form o- “credit” loans rather than cf “savings” loans 
is no reasor why borrowing as a measure of war finance should be 
denounced lock, stock and barrel as inflationist in effect. The 
obvious alternative is, having first determined to what extent re- 
course shall or must be had to loans in a war programme, to plan 
such operations to tap the fund of present and the source of future 
Savings. 


III 


The inflationist controversy, aside from the rather sorry róle 
which exoert economic opinion has played therein, points two 
lessona: (1) The danger of belaboring loans as an unsound method 
of war finance in view of the fiscal validity or, waiving any diseus- 
sion, the practical necessity of recourse thereto. (2) The impor- 
tance in a funding policy of distinguishing between ''eredit" loans 
and “savings” loans, of stimulating ‘‘savings’’ loans by appropriate 
devices, and of discouraging large resort to “credit” loans. 

As to the first: The inflationist argument may conceivably 
have served some purpose In dispelling the illusion that the war 
could be "financed without material increase in taxation. By 
specifying ‘and emphasizing a danger that attends funding, the 
public mind may have become reconciled to new and drastic tax 
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burdens. But a disingenuous logic will inevitably rise to plague 
the state that uses it, in finance as in legislation. 

Is it fanciful to assume that some considerable part of the dif- 
ficulty we have experienced in arousing the great body of American 
citizens to the life and death necessity of continuous and universal 
loan subscription is due to the lethargy, even tacit hostility, in the 
public mind engendered by the denunciation of public borrowing as 
& vicious mode of financing the war? Such terms as “the con- 
scription of capital,” degenerating into outright epithets, such as 
“the slacker’s theory of war finance," employed by Professor Carver, 
may have seemed of tactical advantage in aiding the enactment of 
heavy income and profits taxation. But we should impute a very 
short memory and a very faulty logic to the popular mind were we 
to assume that when, a few months later, the liberty loan campaigns 
were launched there was not a traceable consequence of public 
indifference or even indisposition. 

Às to the second: The importance of distinguishing Botsoan 
credit loans and savings loans, of discouraging the one and stimulat- 
ing the other—there has been an impressive because unconscious 
development in the United States in even the short six months’ 
interval between the first and the second liberty loans. We entered 
upon our war loan financing in much the manner of our infrequent 
peace loan operations, with the expectation of large corporate pur- 
chases ana incidental regard to general popular absorption. We 
emerged from that trying experience—perhaps wiser, certainly 
chastened—with the realization that there was a limit marked by 
investmenz; resources beyond which corporate purchases could be 
pushed only at the expense of credit expansion and that, on the 
other hand, there was a vast untouched fund in the form of the cur- 
rent and prospective savings of the great body of producers of the 
nation from which funded loans might be drawn. 

The second liberty loan campaign has been waged with this 
distinction grown clearer and clearer. Before it had ended "save 
and pay” had become a slogan almost in replacement of the older 
“borrow and buy," and the nation may be said to have fairly 
aw&kened to the realization that the- ultimate source of & national 
loan is the unspent income of its producers. It is an exhibit of the 
financial gsnius of the country, and a tribute to the sanity of its 
financial leadership that the banking organizations of the country re- 
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sponded, not, it is true, with equal effectiveness but on the whole 
with remarkable adaptability, to this new policy. 

Much too remains to be done, but the vista 13 far from depres- 
sing. A nation to small extent accustomed to save, and to negligent 
extent accustomed to place these savings in funded form, to whom a 
government bond has been as comprehensible but as unaccustomed 
an acquisition as, let us say, an aeroplane or an adding machine, 
has taken its first step, and a large and true one at that, in the 
direction in which we must learn to walk if the war is to be financed 
with greatest efficiency and least hardship. 

In the discipline that lies ahead there must be universal part. 
It will not be enough to preach to the great body of wage-earners 
restraint in individual expenditure and diversion of income—whether 
accruing from ineregsed productivity or heightened abstinence—to 
the public treasury through the instrumentality of periodic funding, 
continuous borrowing or war savings certificates. A like denial 
must show itself in every quarter. Public bodies, states, counties, 
cities and preéminently the federal government, must postpone 
contemplated, even suspend actual projects of public improvement, 
commendable in ordinary times but now perilous 1n their additional 
requisition upon the capital supply and the labor force of the nation. 
Industria! and mercantile establishments, where rot under the whip 
and spur of war production, must exercise cauticn in applying the 
gains of enterprise to enlargement of plant and join the queue of 
lenders. Almost all the financial institutions cf the land, both by 
individual initiative and through centralized leadership, must 
embody in outright banking practice the doctrine of economic 
restraint. 

For this is the alternative we confront: Not the fantastic 
possibility of financing the war without resort to loans; but the 
choice of & manner of borrowing on the one hand, which will supply 
the nation’s needs from the savings of its citizenry, with a heritage 
of new thrift and restrained expenditure, and, on the other hand, a 
mode of forced loar effected through the unchecked expansion of 
banking credit with its mischief-making trail of inflation and depre- 
ciation. Only an unintelligent fatalism will leave the issue uncer- 
tain. 


Nots.—sSince the foregoing was written, there have been im- 
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portant developments-in our financial policy. The Treasury has 
made large use of certificates of indebtedness in anticipation of 
revenue from loans and taxes, and the issue of war savings cer- 
tificates for popular absorption has been vigorously begun. The 
bearing of these devices, notably of the certificates of indebtedness, 
upon the matter of inflation is an extremely difficult problem, 
certain aspects of which the present writer has undertaken in 
another ccnnection to discuss. It is also interesting to note that 
the Compzroller of the Currency has wisely arranged that the 
forthcoming report of the conditions of the national banks, as of 
November 20, 1917, should make available certain much needed 
data as to subsciptions by and through banks to the second liberty 
loan, and as to the amount and quality of loans made by the 
banks on the security of liberty loan bonds.—J. H. H. 


WAR FINANCE AND INFLATION 


By A. C. MILLER, 
Member, Federal Reserve Board. 


The beginning of wisdom in the financing of our war is the full 
appreciation of the fact that the ultimate term in our war finance must 
be not money, not the dollar—but wat the dollar will buy. Every 
day that the war goes on makes it clearer and ciearer that the war 
is a contest in economic organization and resources, and that victory 
will lie with the nations which show themselves best able to organize 
their resourees and to resist the processes of economie waste and 
disintegration. Indeed, if looks as though the war would not end 
until all the economie power of America is developed to its highest 
pitch of efficiency and then delivered as gun-power on the far flung 
battle fronts of Europe. We are all rapidly coming to understand 
that great belligerent nations must ke organized from the fighting 
line back to the field, factory and foundry, as great fighting ma- 
chines, es great organizations for converting the productive-power, 
the saving-power and the will-power of the people at home into 
fighting-power at the front. We are also coming to understand 
that the winning of the war presents a problem of economic strategy 
as well as of military strategy: the two together constituting the 
essential elements of an adequate war strategy. Our economic 
strategy must work hand in hand with our military strategy if we 
are to make ourselves most effective in coórdinating our own activ- 
ities, and those of the other nations forming the grand alliance, into 
one great whole so as to bring the war to an early and victorious 
conclusion. Many are the contributions which time and circum- 
stance wil show America must make toward the successful com- 
pletion of the war, but there is none perhaps that in the end will 
prove more important than that of developing and supplying leader- 
ship and mastery in coórdinating the activities of herself and her 
associates along the larger lines of economic and military strategy. 

The financial problem in its larger aspects, as I conceive it, is 
largely one of developing & plan under which the instrumentalities 
of finarce may be so employed as to erforce a sound, and in the end, 


a triumphant economic strategy. 
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) 

Some such thought as this, I believe, was in the mind of the 
President when he made the momentous observations on war 
economy and finance contained in his message of April 2. Properly 
understood, they are more than observations: they ‘are the basic 
principles of national finance for our guidance in this great crisis. 
The President, calling upon Congress and the country to “exert 
all ita power and employ all its resources to bring the governmert 
of the German Empire to terms and end the war,” states what this 
will involve in the way of economic and financial preparation in 
these propositions: 

It will involve the abis and mobilization of all the material resources 
of the country to supply the materiala of war and serve the incidental needs of the 
nation in the most abundant and yet the most economical and efficient way 

ible. 

T will involve, also, of course, the granting of adequate credits to the gov- 
ernment, sustained, I hope, so far as they can equitably be sustained by the pree- 
ent generation, by well conceived taxation. 

I say sustained so far as may be equitable by taxation, because it seams to 
me that it would be most unwise to base the credits, which will now be necessary, 
entirely on money borrowed. It is our duty, I most respectfully urge, to protect 
our people, so far as we may, against the very serious hardships and evils which 
would be likely to arise out of the inflation which would be produced by’ vast 
loans. 


Supplementing these statements in his Proclamation on War 
Economies, which was issued less than two weeks after the war 
message was delivered to Congress, the President concludes one of 
the most trenchant economie surveys that has ever come from the 
pen of statesman or scholar with these pregnant words: 

This is tae time for America to correct her unpardonable fault of wastefulness 
and extravagance. Let every man and every woman assume the duty of careful, 
provident usa and expenditure ag a public duty, as a dictate of patriotism which 
no one can now expect ever to be excused or forgiven for ignoring. 

Briefly summarizing the economic and financial principles’ 
laid down by the Président, I would state them as follows: i 

(1) Organization and*mobilization of all the country's material 
regourees; 

(2) Strict economy through saving; 

(3) Well-conceived taxation; 

(4) Avoidance of inflation. 
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The rule of finanee they suggest to my minc for the conduct of 
the war, I venture to formulate as follows: Taxation should be carried 
to the point where the remainder of the needed income of the government 
can safely be provided out of the proceeds of loans—that is, be provided 
without producing inflation of credit and'prices. The clear inference 
I draw is that sound finance will require that tha limits of taxation 
should be extended as borrowing reaches the point of inflation. 
Hardly fess clear to my mind and certainly not less cogent is the 
inference that finance alone will not achieve the needed results: 
consumption will have to be controlled and production will have 
to be directed on some adequate basis, in order that any plan of 
finance we may adopt shall be certainly equal to the task of pro- 
viding the government with the vast masses of zoods and services 
it will require for the war. 


II 


The present wer differs from preceding wars in many ways but 
in none more than in the prodigious quantities of material supplies 
of many sorts which are required. It is this circumstance which 
gives to its financial problems their peculiar difficulty and urgency. 
No satisfactory prcgress can be made toward a solution of those 
problems if close calculation is not made at every point of what is 
involvec in the way of surrender for war purposes of the customary 
consumption and income of the country. I venture, therefore, 
some statements—not on my own authority, but on the authority of 
men who have given much thought to the matter—touching some 
of the underlying facts bearing upon the economie costs of the war 
in terms of the man-power it will require. 

We are setting out to provide, equip and maintain an army of 
a million men. Ccmpetent judgment has estimated that it will 
take the labor of four men, working. in munition factories, clothing 
factories, on the farm and the transportation gystems of the country, 
.to maintain one soldier at the front according to modern standards 
of military efficiency. This means that an American army of one. 
million men will require the output of four million men working in 
factory, field and foundry. If the war:should go on into a second 
year anc we undertake to organize and maintain at the front an 
army of two million fmen, the ratio will still hald good: we shall 
require an industrial army of eight million men working at home to 


116 Tor ANNALS OF THE ÁMERICAN ACADEMY 


maintain, provision and equip those fighting at the front. But our 


part in the war, it is well known, is not only to maintain our own 
quota of the necessary fighting forces, but also to help the great 
nations with which we are associated to maintain their quotas and, 
in addition, supply their civilian populations with a large part of 
their necessary maintenance. Europe is now on rations and an 
important part of our work in furthering the war is to supply the 
nations, with which we are allied, with the primary necessities to the 
utmost extent we can. There is competent authority for the state- 
ment that the munitions, provisions and other maintenance which 
the armies and civilian populations of our allies should have from 
us will require the output of more than ten million laborers work- 


ing in their behalf in this country. 


-- 


If these estimates are approximately a&ccurate'and we can 
make our predications on the assumption that we are to maintain 
an army of but one million men, requiring as has been pointed out 
the labor force of four million men at home, and bearing in mind 
that the million men composing the army are themselves withdrawn 
for the most part from productive industry, it is clear that the 
undertaking involves the devotion to war purposes, directly or 
indirectly, of the services and product of approximately fifteen 
million men here in America on the farm, in the shipyard or in the 
factory. li we accept as approximately accurate the estimate of 
our present available labor supply as amounting to thirty million 
workers, the magnitude of the economic problem with which we are 
confronted, is suggested by the statement that not less than one- 
half of our existing labor supply, during the period of the war, must 
be devoted to the producing of materials and supplies to be con- 
sumed by cur own army and the armies of our allies and the civilian 
populations of the nations in Europe which are dependent on us 
for a part of their necessary keep. This means that the civilian 
population of our own country will have to rearrange its mode of 
living 80 as to be able to get along with the product of the remaining 
labor power of the country—that is, about one-half of what has 
been customary—unless happily the labor forces of the country can 
be effectively recruited and'augmented by the introduction of men 
and women into industry who are not now to be reckoned among 
the productive classes of the community. We can do this if we. 
will, and it is doubtful whether we can win the war, or at any rate 


War FINANCE AND ÍNFLATION 117 


win it as quickly and decisively as we all desire, unless we raise our 
will-power to the point where we will do it. 

This, in sum and in its simplest terms, i8 the economic problem 
to which we must address ourselves. The financial problem is the 
problem of getting control of the prcducts needed by the govern- 
ment by the methods which are least wasteful, least obstructive 
and least subversive. 


IIl 


On its financial side, the magnitude of the obligation we have 
assumed is indicatec by the nineteen billions of dollars which Con- 
gress has authorized to be used for the general purposes of the war 
for the fiscal year ending June 1918, including in this total the credits 
granted to the Allies. Never has any nation, either in the present 
or any other war, undertaken so vast a pecuniary obligation for 
the same period of time. We are uncertaking to apply to the sup- 
port of the war in a single year almost as much as the German Em- 
pire has spent since the beginning of the war. 

Can we provide for the vast expenditure we have undertaken? 
What have we, as a nation, got in the way of the requisite financial 
resources to offset the nineteen billions Congress has voted? 

It must be clear to any one who zives any serious attention to 
the financing of the war that the expenditures of the government 
must, except for a negligible proportion, be defrayed out of the 
income ot the community. The limits, moreover, within which any 
part of the burden of our war costs can be shifted to posterity are 
so narrow, especially for a country in our position with no outside 
markets left from which to borrow, that we must regard the burden 
as one that has got to be shouldered and paid for as we go along out 
of the product of our current national industry—or, putting it in 
the more zamiliar financial term, out of the people's current income. 

Unfortunately no official or authoritative estimate of the 
current annua! income of the people of the nation has been made, so 
far as I am aware. Some widely used estimates made at the time 
of our entry into the war placed the annual money income of the 
nation at forty billions of dollars or thereabouts. Such information 
and data as I have been able to obtain and such investigation as I 
have been able to make, lead me, however, to believe that this is a 
very considerable under-statement of our actual situation. Using 
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the term “income” as substantially identical with the money value 
of the gross annual product of the country’s industrial and business 
activities, I believe there is warrant for the opinion that the indus- 
trial and business income of the people of the United States for the 
year 1917 may come close to fifty billions of dollars: the following 
estimate in summary form containing the data on which this opinion 
is based: l 


Summary EETIMATE OF THE Tora VALUE OF THE NATIONAL PRODUCT AND 
PRODUCTIVE SERVICES FOR THE YHars 1909-1910, 1914 AND 1916-1917 IN 
Bunions or DOLLARS! 

l 1909-1910 1914 1916-1917 

Agriculture. a.a.. auauna esee 5.5 . 6.1 14.3 


Manüúfactutés. Sore cLebELPP S ERXP RA IBEX 8. 0.9 14.5 
Mineral. s ois eb eL dw xU SES 2.0 2.1 3.6 
lyon RC -0 05 0.1 0.1 
Transportation. eiae 2.8 3.0 8.5 
Commercial and professional. ... ......... 9.0 10.0 13.5 
PE OUR c "—Á— Á— oe aes 27.85 31 49 


The figure of fifty billions for the income of the nation in 1917 
refers, of course, to gross income. What proportion of these fifty 
billions may properly be regarded as surplus or clear income—that 
is to say, income over and above what the people of the country 
must consume in order to keep themselves in a state of health ard 


| 1In estimating gross values of national industry by principal branches, pro~ 
duction figures of the Census Bureau, the Department of Agriculture, the Geo- 
logical Survey and other federal agencies were used. Figures for 1916-1917 are 
more conjectural than those for 1909-1910 and 1914 for the reason that the value 
of manufactures, or the total “Value added by manufactures” had to be esti- 
mated largely from incomplete output data of certain basic industries and whole- 
sale prices prevailing during the year. In this connection use was also made of 
the index number of wholesale prices published by our Bureau of Labor Statistics. - 
Figures of income of the commerical and professional classes, including persons - 
in the public service, are rough approximations, based, in part, upon census data 
of occupations. 

The large increases in the 1917’ values of agricultural products are due 
largely to the higher price level and, to a much smaller extent, to larger yields. 
In mining ard even more so in manufactures, the higher values are due both 
to higher prices and to larger output, as may be seen from the following 
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strength and that cheer which has got to be maintained even in war- 
time if we are to deliver our most telling blows, and to provide for 
the necessary upkeep of the industrial equipment of the country— 
is & master upon which opinions and estimates will differ widely. 
Approximations, however rough, must nevertheless be attempted. 

The annual savings or investment fund of the American people 
at the beginning of the European war was variously estimated at 
from three to five billions of dollars. That meant that out of the 
gross income of the country at that time, three to five billion 
dollars’ worth of goods were not consumed by the recipients or 
owners of the income, but were invested in extensions of industry 
and business, or in other words, converted into additions to the 
financial and industrial capital of the country. 

How much this actual savings fund of from three to five billions 
of dollars may, as a matter of fact, have been increased during the 
past three years, or even how much the potential savings fund of the 
country may have been increased by reason mainly of the vast 


tables showing yearly crop and output figures for certain leading agricultural 
and mineral products: 


QUANTIT-ES OF PRINCPAL AGRICULTURAL PRODUCTS FOR THE YBARS NAMED 


BELOW 
1909 1914 1917 
Wheat, 000’ bushels.. ......... .... 683,379 891,017 659,797 
Corn, OWY bushels. .......... Lus. 2,552,100 2,672,804 3,210,795 
Oats. 00€ bughels...... 0 we. eee eee 1,007,143 1,141,060 1,680,714 
Cotton, bals me denke eee conan: 10,649,000 16,135,000 12,047,000 
Tobacco, 000’ pounds ... —.......... 1,055,765 1,084,679 1,185,478 
Hay, OOC" S008: ceucckues deu rh ates 97,454 70,071 91,715 


QUANDOTIES oF PrryvcrpaL Mineral Propucrs ror THE Yrars NAMED 


BELOW 
1910 1914 1916 
Coal, Bituminous, 000' short ions. .... 417,111 422,704 502,520 
Iron. pig 000’ long tons..  .. . . ... 26,674 22,263 39,126 
Copper, 00’ pounds ... ........... 1,080,160 1,150,187 1,927,851 
Petroleum, 000’ bbls. of 42 gal. . .... 209,557 265,763 300,767 
Zinc, shcrt ton8. ...... sse eee eee 252,479 843,418 563,451 


Cement, 000’ bbls. of £80 lbs.......... 77,785 87,258 95,304 


~ 
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accessions to the pecuniary prosperity of the country, which have 
occurred in this same period of time, offers an engaging problem 
both for statistical enterprise and for economic inference and con- 
jecture. My inference is that the largest part of this increase in 
the money income of the country may rightly be rated as an addi- 
tion to the potential savings fund. The indications above given 
are that the money income of the country may have grown by an 
amount as much as eighteen billions of dollars in the past three 
years, due partly to increased production, partly to intensified 
demands for many of our staple products, -but mainly to the rapid 
and general advance of prices. If we allow a deduction of one- 
third or six billions from the estimated increase of eighteen billions 
in order to offset increased living, or other .costs (and, also, to ac- 
count for variations in values computed because of steadily changing 
price levels during the year), we have left the sum of twelve billions 
of dollars as the apparent amount by which the potential savings 
fund of the country has been enlarged during the past three years. 
These twelve billions added to the actual savings fund of the coun- 
try, which was estimated at from three to five billions of dollars 
at the beginning of the European war, would seem to indicate that 
the present total savings or investment power of the country, tak- 
ing the actual and potential funds together, might amount to as 
much as fifteen billions of dollars or more for the year 1917. 

The war taxes, which were imposed by Congress at its recent 
session, contemplate the raising of some two and a half billions of 
tax revenue, though there appears to be some reason for believing. 
that the yield of the new taxes may considerably outrun the esti- 
mates. Obviously the government cannot also borrow that which 
it takes by taxation. Current income is the source out of which both 
our tax revenue and our loan revenue will be derived. If some three 
billions of tax revenue are taken out of the annual surplus income 
of the country, which I have stated my reason for believing might 
amount to as much as fifteen billions of dollars, then it would appear 
that twelve billions of dollars represents about all that could safely 
be raised by loans. 

The authorized expenditures and advances for the fiscal year 
1918, however, run close to twenty billions of dollars and leave us, 
therefore, with the problem of how the additional four or five bil- 
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lions in excess of the estimated actual and potential savings fund of 
the nation are to be obtained. Looking at the problem purely as 
a matter of dollars and cents, it must be admitted that the financing 
of the war on the projected scale of expenditure is far from a simple 
problem. even with such reassuring indications of our possible income 
and savings fund as I have ventured to give for the year 1917. It 
raises at once two extremely important questions: 

(1) Can the vast sums, which it is proposed to raise from loans, 
be raised without causing a serious inflation of credit and prices? 

(2) Is it at all possible that the wer can be carried as an “extra” 
—that is to say, that business and living can be as usual during the 
period of the war? 


IV 


No one who looks beneath the surface appearances to the hard 
and inexorable realities, can for a moment maintain the position 
that the war can be carried as an “extra.” We cannot carry the 
war as an “extra” and business cannot be as usual during the period 
of the war, if we mean to win. 

I cannot believe that those who are sponsoring the doctrine of 
“business as usual” can appreciate the economic significance of 
the doctrine. This war, as the President with rare prevision told 
Congress and the people, will involve the “organization and mobil- 
izatior of all the material resources of the country to supply the 
materials of war." The man who knowingly preaches the doctrine 
of "business as usual” at this time is, therefore, proposing that 
private advantage should be set against or ahead of public necessity. 
At this crisis in the nation’s life, every business, no matter what its 
nature, is affected with a public interest and the public has the right, 
indeed owes it to itself, to determine within what limits that business 
shall be circumscribed in the interest of the war, or to what extent 
it shall be helped and fostered in the same interest. The American 
business system is on trial in this war. No one doubts its technical 
proficiency and it should not allow anyone in its ranks to raise a 
doubt regarding its competency to exercise vision and imagination 
in seeing clearly what must be done by the nation in the way of 
changes in our business and economic organization during the war. 
If it fails to rise to the occasion through weakness or selfishness, or 
if selfishness is allowed to hamper and hinder the development of a 
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rational program of economic finance, the American business system 
will have gone a long way toward sounding its death-knell and sur- 
rendering to other agencies the right of leadership in the great 
processes of economic reconstruction which must take place at the 
close of the war. 

The truth is that nothing can be as usual while the war is on— 
neither business nor living can be as usual. We are in this war to . 
win it and our children will never forgive us if we fail to do any of 
the things necessary to win it. The sooner we take this truth to 
heart and reshape our lives accordingly, each one in accordance 
with his circumstances, the sooner the war will be wonand over. The 
only powers on earth that can defeat us are weakness and selfish- 
ness—selfishness in the shape of profiteering, if business is as usual, 
and weakness in the shape of waste and indulgence, if living is as 
usual. We need not doubt our ability to overthrow the enemy 
without, if we can control the enemies within: that is, the tempta- 
tions to make money as usual and to live and enjoy as usual. In- 
deed, the doctrine of “business as usual” is not only vicious in its 
necessary economie implications for a nation in the throes of a great 
crisis, but 18 equally mischievous in its financial implications. For 


. the twin-sister of the doctrine that business cah be as usual is that 


other mischievous doctrine that the war cannot be financed without 
inflation. ` 
y 


Inflation in connection with government war financing may 
arise from many different causes but there are two which are of 
particular interest in our present situation: (1) Inflation of prices 
is apt to result when the government undertakes to spénd money, 
however obtained, faster than the goods it seeks to buy are being 
produced. (2) Inflation, both of banking credit and of commodity 
prices, resulta when the government undertakes to borrow faster 
than the people are able or willing to save. In the last named case, 
which is the one I mean to! discuss, the loans of the government, by 
one device or another, will be forced upon the banks. The banks 
will pay for the loans by an extension of banking credit and cur- 
rency. Tae inevitable effect on commodity prices of an expansion 
of banking credit and currency is to raise them. It would seem to 
need no extended argument in this day in America to demonstrate 
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that banking credit in any of its typical forms is purchasing power, 
exerting the same effect on prices when used in payment for goods 
or purchases, as any other forms cf purchasing media. When 
purchasing media are produced faster than goods are produced—in 
brief, when the supply of currency and credit in its increase outruns 
the increase of the supply of purchasable goods—the prices of goods 
must rise. Whether such a condition is best described by the word 
"inflation," the fact remains that the rise of prices of purchasable 
goods in such a situation is closely connected with the increased 
supply of purchasing media. Moreover, when the increase of 
purchasing media, occasioned by the expansion of banking credit, 
follows, upon the investment of banking credit in government loans, 
the conclusion is irresistible that the expansion of credit and its 
resulting consequences in Increased commodity prices are being 
induced by bank lendings to the government. 

The process by which government loans produce inflation is 
disclosed in the financial history of all the great European bellig- 
erents. All of these governments, notably Germany, have made 
extensive use of banking credit in the flotation of their loans. Not 
only the great central banks, but the banks generally in the several 
European countries, have been put under pressure to invest their 
credit extensively in the purchase or carrying of government secur- 
‘ities. The London Economist has repeatedly characterized the 
situation thus produced as ‘‘bad finance forced on the banks by the 
government.” An examination of the changes of condition of the 
banks of Great Britain, exclusive of the Bank of England, shows 
what the process has been. Their deposit liabilities, that is to say 
their checking accounts, have increasec between the end of 1913 and 
the end of 1916 about four hundred and eight million pounds sterling, 
an increase of close to 40 per cent. Their bills discounted on the 
other side of the statement show only a negligible increase, an in- 
crease of some seven million pounds sterling. Their investments, 
on the other hand, show an increase from two hundred and eleven 
million pounds sterling to four hundred and thirty-seven million 
pounds sterling, an increase of over two hundred and twenty-five 
million pounds sterling, or 107 per cent: in view of all the circum- 
stances and known facts, it may be seid that this increase is made 
up chiefly, if not almost entirely, of government obligations, such 
as treasury bills, exchequer bonds, etc. In brief, the expansion of 
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banking credit in England seems clearly diselosed by these figures 
to have been occasioned for the most part by the expansion of bank 
investment, directly or indirectly, in government obligations. 

A similar process has been at work in the other countries of 
Europe. The expansion of banking credit in France and Germany 
however, has been more largely in the form of bank notes than of 
bank deposits. The bank note circulation of France increased 
from twelve hundred and eighty-nine million dollars in August,- 
1914, to forty-one hundred and seventy millions in October, 1917, 
an increase for the period of over 223 per cent. The circulation of 
the Reichgbank of Germany has risen from six hundred ninety-three 
million dolars in August, 1914, to twenty-two hundred and eighty- 
five millions in October, 1917, an increase of 230 per cent in the 
course of a little more than three years. This increase in the note 
circulation of the great central banks of France and Germany has 
been occasioned largely by investments of their credit in the obliga- 
tions of their respective governments, and seems definitely to 
indicate that government borrowing has been a leading factor in 
the expansion of their note circulation. Doubtless other causes 
have contributed to the vast expansion of banking liabilities in 
Europe, but no one cause has probably been a greater factor than 
the investment by the banks of their credit in taking or carrying 
government loans. 

Whether a similar result is to be expected here in connection 
with our greater government borrowings, and if so how soon, will 
largely depend upon whether all the people who have income enough ` 
to save will save, or whether they can be or will be made to save, 
enough out of their incomes to absorb such loans of the government 
as may be put out in excess of the ordinary or usual savings fund of 
the nation—that is, absorb them as savings loans, not as credit 
loans. 

The obligations of a government, such as the United States, 
when considered purely from the investment point of view, are 
unquestionably to be regarded as the most eligible sort of invest- 
ment. Commercial banks, however, in a country like ours, which 
makes daily use of a large body of mobile banking credits, are not 
to be likened to investment institutions in the ordinary sense of the 
word. A bank’s capital is but a small part of its investment power. 
A bank is a bank only as it Invests its credit. But the safe in- 
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vestment of its credit, as the history of banking experience has 
repeatedly demonstrated, necessarily restricts a bank in its choice 
of securities to those which possess the necessary liquid character. 
The objection to considerable Investment by banks of their credit 
in investment securities, such a3 government bonds, arises, not out 
of ary question as to the solidity of such securities, when well 
selected, but rather because of their lack of liquidity. The history 
of modern banking has shown conclusively that distinction must 
be made between “security” and “liquidity,” or “value” and 
"availability" in determining the kind of investments’ which are 
best itted for banks which degl in their credit. There are many 
forms of investment paper which from the point of view of security 
leave nothing to be desired, but yet which are unsuitable as the 
basis for the creation of a great body of currency or of active banking 
credit. 

The doctrine set forth in the famous English Bullion Report, 
whick came in the midst of .the controversies growing out of the 
management of the Bank of England s circulation during the Napo- 
leonic Wars, whose truth has since bzen attested by the experience 
of every modern nation, is that two things are necessary to protect a 
system o? banking currency and credit against the danger of undue 
expansion. One of these is the maintenance of adequate reserves; 
the other is the maintenance of adequate liquidity of investments. 
By liquid investments is meant bank paper which liquidates itself 
in short periods of time out of the proceeds of the transactions which 
have ziven rise to the paper. That is to say, paper which grows 
out of transactions in trade and industry connected with the pro- 
ducticn or distribution of goods, which—as the goods are produced 
and sold in the normal movements of trade and industry—will sup- 
ply ths funds out of which the borrowmegs of bank credit can and will 
be repaid. Self-liquidating paper being, therefore, paper which is 
connected with productive operations in industry, that is to say, 
operations which result in an increass in the supply of usable and 
salable goods, it follows that the same banking transaction, which 
gives rise to an increase in the supply of purchasing media through 
the expansion of banking credit, also gives rise to an increase in the 
supply of purchasable goods through the assistance rendered the 
producer. 

But when a bank invests its credit in the purchase of govern- 
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ment bonds which are issued for the purposes of war—in brief, for 
operations that result, not in the production, but in the consump- 
tion and destruction of goods—we have an altogether different 
situation. The situation is one in which there has taken place an 
addition to the volume of outstanding banking credit and purchas- 
ing media with little additional in the way of goods to offset it on 
the shelves of the/shop-keeper, or the warehouse of the manufacturer. 
In brief, credit transactions of this sort, so far from being immedi- 
ately connected with operations resulting in the increased produc- 
tion of aggregate goods, are rather to be described as connected with 
operations resulting in the diminution of the community’s supply 
of purchaseble goods. In war times, governments borrow, not for 
the purpose of producing goods, but for the purpose of getting pos- 
session of goods already produced, or being produced, goods whose 
production is otherwise financed. The credit created and extended 
by the banks to the government in the process of taking up govern- 
ment bonds is to be regarded.as an addition to the total volume of 
banking credit, not called out by the needs of productive industry, 
but occasioned by the necessities of the public treasury—in brief, 
what is being financed by such & creation of credit is not the pro- 
duction of goods, but the acquisition of goods by a non-productive 
borrower. l 
It may be asked, in fact has been asked, how the credit created 
and extended by a bank in order to enable its customers or itself 
to take up and pay for subscriptions to government loans, can inflate 
commodity prices, since, it is said, credit acts on commodity prices 
only when offered in exchange for, or payment of, “ commodities.’ 
The process of price inflation in the case in question, that is 
where the issuance of government loans is the admitted. cause of 
bank-credit expansion, is perhaps slightly obscured by this fact, 
but in its essentials does not differ from the familiar and typical 
case of credit expansion, if sight is not lost of the fact that the 
credit extended by the bank in payment for bonds is merely the 
beginning and not the end, or the whole, of the process. The credit 
received by the government in payment of its bonds is not held 
idle in the Treasury, but is used to pay for supplies bought or con- _ 
tracts in process of execution and soon filters into the stream of 
circulating bank credit, becoming part of the aggregate supply of 
purchasing media afloat in the community. For when the govern- 
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. ment takes paymert in credit, it follows that it will make payment 
by credit, transferring the crecit that it has on the books of the 
banks in the same way as a merchart or manvíacturer would, who 
had been granted a credit accommodation by his bank. Moreover 
the credit created in first instance by the bank’s subscribing to 
government loans end set in motion by being used by the govern- 
ment in payment of purchases made, keeps on moving and changing 
hands, passing from the hands of the government to the munitions 
manufacturers, frora them to the steel manufacturers, and 80 on— 
in other words, lives on as & part of the general body of mobile and 
active banking credit until it is extinguished by some one, who, 
having payment to make to a bank, uses it for that purpose or until 
some one who wishes to buy a bond from a benk, makes payment 
therefor in banking credit. When taat time is reached, there will 
be a simultaneous reduction on both the liabilities and the resources’ 
sides of the bank's statement. Till that time is reached, both the 
liabilities’ and the resources’ sides ol the accounts will be swollen 
by reason of the initial transaction in government finance, which 
occasioned the extension of bank credit for the purpose of making 
the investment in government bonds. 

There is much misconception with regard to the meaning of 
“bank resources" and the significance of increases of banking 
resources. From the point of view of the lending bank, the obliga- 
tion of a solvent debtor is a ‘‘resource”’; from the economie point of 
view, however, only that is a resource which in its existing state, 
either is or is in process of becoming a usable good. When, there- 
fore, banxs are investing their credit extensively in government 
securities, there may be a very great increase in the banking resources 
of the country, without any increase ir the country’s actual economic 
resources. But sinze prices—that is to say commodity prices— 
depend upon the ratio existing between the supply of purchasing 
power in terms of money, and the supply of purchasable resources 
in the shape of consumable goods, it follows that an increase of bank 
resources not offset somewhere in the economic process by an in- 
crease of economic resources in the shape of consumable goods, 
must and will lead to a rise of prices. 

It can hardly be doubted in view of the known facts of the case 
that the great increase of prices which has been experienced through- 
out the belligerent ‘countries of Europe is, in large measure, due to 
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the multiplication of the means of purchase and payment by their 
banking systems, more rapidly than the multiplication of the goods 
available for purchase by their industrial systems. Nor can it be 
doubted thet a considerable part of the rise of prices, which we have 
experienced in our own country since the beginning of the European 
war in 1914, has been induced by the great body of new banking 
credit created, which has outrun in its expansion the growth in the 
productive output of the country. The rise, moreover, has con- 
tinued since our entry into the war. The index figures compiled 
by the Bureau of Labor Statistics show that while wholesale prices 
in April 1917 were 74 per cent higher than in July 1914, they were 
89 per cent higher in July 1917. It seems likely that if later figures 
were available, they would show the forward march of prices to te 
continuous. ' The rise of prices experienced in this country, though 
much legs than that which has taken place in the leading countries 
of Europe (the price index compiled by the London Economist 
showing an increase between July 1914 and September 1917 of 12 
per cent) is yet sufficient to awaken serious concern, for causes not 
dissimilar in their general character, and incidence have been operat- 
ing to produce the rise of prices in both England and the United 
States, most notable among them, as already indicated, being the 
expansion of banking credit. 

How rapid the expansion of banking operations in the United 
States has been during the past three years is definitely indicated :n 
the striking figures for the items “total deposits” and “loans ard 
investments" which have been assembled in the sub-joined tables, 
based upon the data compiled in the office of;the Comptroller of the 
Currency. 


TOTAL Dzroarrs or Aut Banks IN THE UwrrgpD Srares EXCLUDING Savinas 
Banks AND Privat Banks 


(Bank, individual and government) 


~ (In millions of dollars) 
Juns $0, June 28, June 80, Juns 52,! | 
1914 1916 1916 1917 
National banks...............-. 8,543 8,819 10,856 12,787 
State banks...............- pe 19,07 3,480 4,518 5,672 
Trust companies... 0.2.0... eu eee 4,283 4,603 §,728 6,413 
TOAL e ceci wees ak ees 16,233 16,882 21,102 24.852 


2 Report of national banks as of June 20, 1917. 
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LOANS AND INVESTMENTS or ALL BANKS IN THE UNITED STATES EXCLUDING 
SAVINGS BANKS AND PRIVATE BANKS 


(In millions of dollars) 
June 80, June 28, June 80, June 30! 














` 1914 1915 1916 1917 
National banks ................ 8,345 8,728 10,127 11,936 
State banks.............0000. l 3.208 3,304 4,073 5,003 
Trust companies. .............- 4,163 4,895 5,307 6,102 

ji eA AEE EE 15,776 16,427 19,507 23,041 


It appears from these figures that both deposits and loans and 
investments have grown in the United States at a very rapid rate 
since the beginning of ihe European War in 1914. The growth of 
bank deposits between the end of June, 1914 and the end of June, 
1917 was eight billions six hundred millicns of dollars, a gain of 53.1 
per cent. The increase of loans and investments between the same 
dates was seven billions two hundred sixty-five millions of dollars, 
a gain of 46.1 per cent. Adequate data are not available for esti- 
mating with accuracy the trend of development since the end of June 
last. The abstract of the Comptroller of the Currency for Sep- 
tember 11, 1917, however, shows a gain of four hundred sixty-one 
millions of dollars in deposits of the national banks between the 
dates of June 20 and September 11, and of three hundred forty- 
five millions of dollars in the loan and investment account for the 
same period. Much more striking is the trend latterly disclosed by 
the reports of the clearing house banks of New York City, covering 
the’ period which has elapsed since the date of the last call of the 
Comptroller: between the dates of September 8 and November 3, 
1917, the loans, discounts and investments of the clearing house 
banks increased from $3,850,652,000 to $4,510,385,000, a gain for a 
period of eight weeks of $659,733,000 or 17.1 per cent. Demand 
deposits for the same period increased from $3,675,490,000 to 
$4,136,335,000, a gain of $460,865,000 or 12.5 per cent. The trend 
of development in such a highly sensitive center as New York—the 
most important bank:ng center of the country—is not of itself, of 
course, to be taken as measuring the banking trend in the country 
at large but it may b3 taken as indicating the general direction in 
which banking operations are moving. Taken with other—minor 


! Report of national banks as of June 20, 1917. 


130 "^ THB ANNALS OF THE AMBRICAN ACADEMY 


and less significant—indications which need not here be detailed, 
it seems not improbable that, if adequate data were available, they 
would show an increase of some 10 per cent, or from two to three 
billions of dollars, in both the deposit account and the loan and in- 
vestment account of the banks of the country since our entry into 
the war. 

It can hardly be doubted, I think, in view of the facts and 
probabilities thus outlined that the expansion of banking credit, 
which has been in progress in the United States since shortly acter 
the opening of the year 1915, has already produced a condition of 
serious price inflation. The evidence seems unmistakable that 
inflation of credit and prices is already at work and that, in the 
matter of inflation, we are confronted, not by a theory, but by a 
condition—a condition which there is reason for believing will be 
aggravated if undue reliance is put by the country on banking credit 
a3 a competent economic method for financing the loan requirements 
of the government. 

If we examine the movements of the federal reserve banks in 
recent months, we get some light upon one of the factors which have 
helped to sustain the most recent phase of the expansion of banking 
credit which is under review. Between the dates of April 6 and 
November 2, federal reserve banks increased their holdings of bills 
discounted and purchased from $100,663,000 to $689,977,000, an 
increase of $589,314,000 or 585.4 per cent. Federal reserve notes 
in circulation increased for the same dates from $376,510,000 to 
$881,001,000, an increase of $504,491,000 or 133.9 per cent. 

When it is recalled that the reserve banks are bankers’ banks and 
toat investments made by reserve banks of their credit in dis- 
counted or purchased bills. appear on the books of the borrowing 
or selling banks either as cash balances or as additions to (or rep_en- 
ishments of) their cash holdings,‘ it is evident that an increase of 
five hundred eighty-nine millions of dollars in reserve bank invest- 
ments was quite sufficient, so far at least as amount is concerned, 
to sustain an increase of from two to three billions of dollars in 
the operations (loans and deposits) of the banks of the councry. 
Whether any such direct and definite connection between the opera- 
tions of the banks of the country and the operations of the federal 


‘In other words, as the customary and necessary provision of cash or cash 
credit, which, in the accepted nomenclature of banking science, is called “reserve.” 
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reserve banks can, as a matter of fact, as yet be said to exist, is of 
course very doubtful. But the connection between the operations 
of the federal reserve banks and the growth of their member banks’ 
operations will probably have to be regarded as close enough to 
justify the view that the recent vise in the volume of reserve bank 
operations has been a factor of consequence in sustaining the most 
recent phase of the expansion of banking credit. which has been 
noted. 

If this rise continues, it is not unreasonable to expect that in 
time such use of the rediscount facilities of the reserve system might 
convert it into a great engine of banking inflation. The situation is 
therefore one which suggests the advisability of careful attention 
being given to the character and growth of the operations of the 
federal reserve banks in these critical times, lest they be made to 
bear an undue share of the burden incident to the borrowing opera- 
tions of the government. 

The credit potentialities of the federal reserve system are vast. 
The twelve banks composing tne federal reserve system have an 
aggregate capacity of credit expansion of about two billions of 
dollars. . If we assume that one dollar of reserve bank credit in- 
creases by not more than sevenfold when transmuted into the credit 
extended by a member bank to its customers, it is clear as a propo- 
sition of banking arithmetic that the federal reserve banks and 
member banks of the federal reserve system, taken together, have 
an additional credit capacity of some fourteen billions of dollars. 

The question which I believe, in view of this situation, the 
country must soon face, is whether it will be the part of financial 
prudence for us to attempt to finance our government loans by an 
expansion of banking credit with accompanying inflation of prices, 
or whether it will be better, however drastic the steps necessary to 
accomplish- this result may be, to pursue the course of converting 
the potential savings fund of the nation into an actual savings fund 
of sufficient magnitude to absorb the loans of the government as 
savings loans. 


VI 


It does not fall within my province in this article to discuss the 
different steps which are likely in the end to recommend themselves 
to the mature Judgment of the nation, if the people are to be pro- 
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tected, again to quote the President’s language, ‘‘against the very 
serious hardships and evils which would be likely to arise out of 
the inflation which would be produced by vast loans.’’ 

One or two general observations may, however, not be out of 
order. It will be the part of prudence for us, I believe, to look into 
the future as clearly as we can and try to estimate how far we shall 
have to reshape or supplement our traditional financial and economic 
methods in order to adapt them to the unusual character and un- 
precedented dimensions of the financial and economic situation, 
which the war is presenting: Whatever will have to be done in the end 
would better be done as soon as public opinion can be brought to accept 
it. 

The traditional methods of finance are everywhere showing 
themselves inadequate, unless accompanied and reinforced by thor- 
ough-going changes in the general organization of industry from a 
peace basis to a war basis. The weakness and defect of much of the 
current discussion of war finance is, as [ view it, that it does not 
seem to comprehend the way in which the whole problem of financ- 
ing the present war has been utterly transformed by the stupendous 
magnitude of its financial requirements. Current discussions run 
too frequently in terms of the traditional finance. There is too 
much discussion as to whether,loans or taxation should be our main 
reliance in financing the war, and too little discussion of the changes 
which have got to be made in our whole economic organization in 
order that any financial system we may devise will prove effective 
in putting the government quickly and continuously in possession 
of the vast streams of supplies of all sorts required for the war. 
The financial problem, at best, is only partly a financial or money 
problem—a problem of getting the wherewithal to buy and pay. 
Chiefly it is a problem of getting the goods and services to buy. 

Obvious and important, therefore, as a system of well-distrib- 
uted taxaticn is, as an alternative to inflation as an expedient of 
war finance, it can never be more than a partial solution of our 
dificult financial problem. When the system of war taxation, the 
foundations of which were laid by Congress at its last session, is 
carried to its furthest practicable limits, there will still remain avery, 
very wide margin of war expenditure—perhaps the largest part— 
which will have to be taken care of out of the proceeds of loans. 
Our major financial resource is bound to be the loan and one of our 
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major financial problems, therefore, t> prevent the loan from dete- 
riorating into an inflation. Specifically and positively the problem 
is as to how we may best proceed in putting and keeping the loan 
on a basis of financial safety—that is on a solid foundation of indus- 
try and thrift. The way to this result was pointed out by the Presi- 
dent in words which have already. be2n quoted and which can not 
too often be repeated: 


(1) by “every man and every woman” assuming “the duty of 
careful, provident use and expenditure as a public duty” and; 

(2) by "the organization and mobilisation of all the material 
resources of the country"— 


the organization, be it observed, not of a part, not of so much as 
ean be conveniently spared, but the organization of all the material 
resources of the country ‘‘to supply the materials of war and serve 
the incidental needs of the nation in the most abundant and yet 
the most economical and efficient way possible.” And all that 
this or any financial conference can do; all that any executive depart- 
ment of the government can do; all shat Congress can do is to work 
out in suitable legislative and adminiszrative detail the terms of the 
Presidenv's equations. 

In sum, we must, as a nation, produce more and consume less. 
This, in its simplest terms, must be ovr national formula of finance. 
We must produce more of the things which the nation at war re- 
quires and, in order to set free the nation's productive forces to 
accomplish this result, we must consume less of the things which 
the nation in war-time does not require, even though it has been 
our national habit in peace-time to consume such things in un- 
stinted measure. 

Whether the various agencies of governmental administration 
which have thus far been set up for adjusting the economie life and 
&ctivities of the nation to & war basis, will prove adequate to accom- 
plish the result, may be doubted. Much has already been accom- 
plished, but much remains to be accomplished and time is of the 
essence of success. It may well be expected, should the war run 
on into a second year, that a more auzhoritative status will have to 
be given to these special agencies if they are to be made fully com- 
petent to give effect to the war-will of our people on its economic 
side, and chat they will not be able to achieve the necessary results 


134 THE ANNALS OF THE AMERICAN ACADEMY 


until they are clothed with the power to say what shall, and what 
may not, be done in the field of industry, or to define the limits 
within which this thing or that thing will be permitted. 

I believe that the people of the country, when the issue is put 
before them intelligently and squarely, will not hesitate to accept 
whatever may be involved in a sound financial program with the 
same conviction and courage as they accepted the war. No nation 
ever went into a righteous war more deliberately than did the 
United States. The people, in assuming the obligation of war, I 
believe, also understood that they were assuming the responsibility 
of properly providing for its conduct and I am inclined to think 
that the great body of plain living and plain thinking people in this 
country are capable of comprehending what this means in the way 
of a sound financial program. Whether it may mean taxation 
carried to the farthest limits, compulsory saving, industrial con- 
scription, priority of industry or priority of credits, the response 
will be made by the people if the call is authoritatively made upon 
them. It is my belief that beyond what is ordinarily appreciated, 
the country is ready for whatever may be involved in the thorough- 
going and effective prosecution of the war, for the country is real- 
izing that this is a war of blood and iron, and that until we have 
effectively mobilized our iron, we shall not be in a position to bring 
the war to a conclusion which will ‘‘make the world safe for 
democracy.” 


THE ARGUMENT AGAINST INFLATION FROM 
GOVERNMENT LOANS 


3y ALEXANDE&L D. Novzs, 
Financial Editor, New York Evening Post. 


After Professor Hollander’s comprehensive statement of the 
economic theory bearing on this question, and Mr. Miller’s thorough 
review of the general principles invc_v2d, I feel as if further comment 
would be superfluous. What I shall endeavor to do, however, in 
this article, is to direct attention partisularly to the plain and practi- 
cal aspects of the question in the light of experience. 

The broad field over which Nr. Miller's article carries us di- 
verts ettention from the actual subjec:—which is not, Are we in dan- 
ger of inflation? but, Do government loans cause inflation? It is not 
enough to say that there is inflatior. end that there are government 
loans, and that therefore the loans may have caused the inflation. 
Even aczepting Mr. Miller’s facts and figures regarding inflation of 
bank credit, we must still inquire where and how that inflation oc- 
curred, end what its precise relation is both to the government loans 
and to what we ord-narily accept as the economic consequences of 
what we call inflation. 

But the question, Do governmert loans cause inflation? is one 
of those questions in which the dispute is apt to hang upon defini- 
tions. What do we mean by inflatior? It we mean inflation of the 
currency, then the answer is that government loans may cause in- 
flation, but that it can happen only through the use of special 
machinery whereby paper currency is deliberately put out on the 
security of the government bonds. ‘This has occurred during the 
present war in the cese of Russia, whcse state bank, which issues the 
paper currency of the nation, has increased its note circulation 
$7,500,000,000 since the war begar, while increasing its holdings of 
Russian government bonds by $5,600 000,000 and not increasing its 
gold reserve at all. It is so in a lese degree in the case of France, 
where the Bank of France reports $2,400,000,000 advances to the 
government for war purposes and 600,000,000 for loans to the 
allies of France; against which obligations there has been an in- 
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crease of $3,000,000,000 in the note circulation of the bank with no 
proportionate increase in its gold reserve. 

It is difficult to say how far the increase of two thousand mil- 
lion dollars or so in note issues of the German State Bank is con- 
' nected with loans on government bonds; but there is no doubt of 
that connection in the case of the German loan bureaus, which have 
issued $1,500,000,000 currency, unsecured by a gold reserve, on 
all sorts of collateral. The process was at work in a degree during 
our Civil War, when note issues of the national banks were per- 
mitted only on the security of United States government bonds, 
and when $236,000,000 of such newly issued bonds were acquired in 
war time for that purpose. But it will be observed that this is only 
a possible result of the policy of government loans, not a necessary 
one. It cennot be said that it is an inherent effect of such loans. 
It is not in any respect a probable direct result of our own war loans. 

If by ''inflation" we mean expansion of credit, then again the 
issue of government loans might have that effect, or it might not. 
Very large issues of new securities, whether by governments or cor- 
porations, will usually cause a large increase in the loan account of 
banks. Individual subscribers, when the loan is especially attrac- 
tive or when (as nowadays) the motive of patriotism is invoked to 
increase the subscriptions, are apt to borrow from their banks money 
to pay their subscriptions. Most of them will expect to pay back 
such loans from their future accruing income. But the bank loans 
may be made permanent for the period of war or longer. In Ger- 
many they are explicitly made so. 

But what most people mean when they talk of “inflation” is 
a, third possible result—the abnormal raising of prices for commodi- 
ties. It was undoubtedly this kind of inflation, as a consequence of 
large war loan issues, which President Wilson had in mind in his 
remarks on the subject in his war speech to Congress on April 2. 
He then said, regarding the financing of the war: 

It will involve of course the granting of adequate credits to the government— 
sustained, I hope, so far as they can equitably be sustained by the present gener- 
‘ation, by well conceived taxation. 

I say sustained so far a8 may be equitable by taxation, because it seems to me 
that it would be most unwise to base the credits, which will now be necessary, en- 
tirely on money borrowed. It is our duty, I most respectfully urge, to protect cur 


people, so far as we may, against the very serious hardships and evils which would 
be likely to arise out of the inflation which would be produced by vast loans. 
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This clearly has reference to infation of prices. Let us see how 
the issue of war loans, taken by itself, would have that effect. We 
know from all economic experience that sudden and large increase 
of a paper currency irredeemable in gold will drive up prices. It 
will do so because prices will be quoted in that currency, and, since 
in due course the paper currency itself will be worth less than its 
face value in gold, “paper prices” will necessarily be higher than the 
previous ‘‘gold prices." Ir so far, therefore, as new government 
loans are made the basis for paper currency issues and that cur- 
rency is not redeemed on demand in gold, the government loan 
poliev will undoubtedly inflate prices. 

But prices are sometimes driven up also through the mere fact 
of expanded bank credits. When every producer, middleman, or 
retailer, can get and does get on easy terms abundant credit at his 
bank, he will be in no hurry to sell. If he chooses, he may hold for 
higher prices, and the fact that demand is apt to be increased all 
along the line because easy access to bank credit will facilitate 
the paying of such prices by middleman, retailer and consumer. 
This explains the well known fact that rising bank reserves, easy 
money and constantly expanding bank loans, are an invariable ac- 
companiment of what we call "good times," and that they figure 
both as eguse and consequence of the rising prices which then pre- 
vail. 

But is this the case with a bank loan expansion caused, directly 
or indirectly, by subscriptions to large government loans? That is 
the real question, ard I cannot agree with what I understand to be 
Mr. Miller's position regarding it. Inflation of bank loans there 
may be, and inflation of prices there may be; but what we have 
to determine is, whether the government's bond issues caused both. 
I think the answer must be in the negative. When banks are com- 
pelled to expand their loans very heavily in order to facilitate 
subscription to the government bonds, there will be less, not more, 
left in their legitimate credit fund to apply to ordinary commercial 
loans. | 7 

It is perfectly true that such a situation may be modified, 
through deliberate action of the banks, through special facilities 
offered by the reserve banks 1n rediscounting loans secured by the 
new war bonds or through other causes. But we are talking now of 
the actual effect of the war loan issue itself. In that regard it ap- 
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pears to me that the ordinary credit facilities of the banks, which 
might be utilized to hold up prices in the commercial markets, will 
not be increased by the government bond issue, and that they may 
be very considerably decreased. 

Such new credits as are obtained by subscribers to a war loan 
are spent in the subscription, and they are therefore evidently not 
available for any commercial purposes. No doubt the war bonds 
may themselves be used under the law to create new bank reserves 
through rediscount of loans secured by such bonds. But exactly 
the same thing may be accomplished through rediscounting of loans 
secured by commercial paper; and since the requirement of cash 
reserves in the federal banks fixes a limit to the aggregate redis- 
counts, it follows that the more of them a bank makes on the basis 
of loans secured by war bonds, the less it can make on the basis of 
loans secured by merchants’ notes. 

As to whether the rise of prices incident to any prolonged war 
would not be greater if the war is financed by government loans 
than if the war is financed by taxes, that is another question. 
Imagining that the present war, for instance, were financed solely 
by taxes, bearing heavily on every individual, the rise in prices 
would unquestionably be less than it has been. But that would be 
so, chiefly if not wholly because the weight of taxation would have 
made the average citizen able to buy very much less of the ordinary 
necessities than he had bought before. This, however, is something 
like beggirg the question, for the man whose means of buying neces- 
sities is cut off will scarcely be in a better position than the man who, 
with an unchanged income, has to pay more for them. If, as is the 
case in our present scheme of war taxation, most of it 18 raised by 
heavy exaetions from very rich individuals, reduced personal expen- 
diture may not result at all. A 60 per cent tax on a million dollar in- 
come will not compel that taxpayer to curtail his purchases of neces- 
sities. The public mind is sometimes apt to lay stress on the fact 
that proceeds of these huge loans are used in buying food and ma- 
terial on an unprecedented scale, and that therefore the loans cause 
the resultent high prices. But itis the government’s purchases, not 
its borrowings, which act directly on prices of commodities, and 
since the war material must be had, in one way if not in another, the 
government demands would equally affect supplies and prices if the 
material were purchased wholly out of the proceeds of taxation. 
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The sum of the matter is then, that government loans, espe- 
cially when issued in the present pradigious amounts, may cause in- 
flation of the currency, but will not do so unless both the machinery 
to facilitate it and the disposition to undertake it are in evidence; 
that government loans will probably result in increase of bank loans 
to subscribers; but that the increase in bank loans for that purpose 
will of itself have no effect in the way of inflating prices, and might, 
through absorbing part of the credit fund usually reserved for com- 
mercial borrowers, act indirectly as a check to rising prices. The 
primary 2ause of the present high war-time prices is the enormous 
demands of governments in connection with the war, along with the 
impairment or blockade of many ordinary sources of supply. The 
secondar: cause is the currency inflation and currency depreciation 
in Europe, which have indirectly affected prices (partly through. 
shipment of gold from the depreciated currency markets) even in 
countries whose currency is not depraciated. That the government 
loans, except as they have been deliberately used as a basis for cur- 
rency inflation, have in themselves been a cause for the rise in prices, 
I believe cannot be proved. 


WAR LOANS, INFLATION AND THE HIGH COST OF 
LIVING 


By CARL SNYDER, 
Author of American Railways As investments, New York City 


The relation of government loans to inflation seems more a 
question of fact than of theory. Atleast in a broad way there seems 
no inherent reason why such loans should cause inflation, or even 
expansion. A very large part of the loans is paid for by cheek— 
probably 75 per cent or more, so that the actual flotation means 
little more than a transfer of bank credits. There is no withdrawal 
from or addition to the currency of the country; therefore on the 
modern theory, no effect upon prices. And I am taking it that 
the question of inflation is purely a question of prices—that if 
there has been no rise in prices there has been no inflation. 


Ways IN wHICH Loans CAUSE INFLATION 


But a3 a matter of fact such loans do cause credit expansion; 
and therefore the question is, how? Certain ways are obvious. 

First. There is always a great deal of hoarded gold, in small 
sums and large. And there is nothing like a great national crisis 
and an offer of government bonds to attract this gold from its hiding 
places in safety deposit vaults and old stockings and the like. So, 
for example, Germany without importations from abroad, has since 
the war began nearly doubled its visible gold holdings. As you 
know it hes even encouraged the melting of plate and jewelry of all 
sorts. “This gold has been exchanged for bank notes, but the effect 
would not have been very different if the gold had been exchanged 
for government bonds and then been placed where it was most 
needed—in the banks—to build up credits. 

Second. A government loan, unless the proceeds are sent 
abroad, means government spending on a huge scale; and there is 
nothing like this spending to speed up business and therefore prices. 
If it now happens that this falls at a time when the banks are not 
loaned up to the limit and have room for credit expansion, this ex- 
pansion is pretty sure to take place. That was actually the case 
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~ last Avr.l when we entered the war. The banks were up to less 
than 90 per cent of what might be regarded as a normal safe 
maximum of loans; and they could therefore expand credits by at 
least a billion and a half, and conceivably a great deal more. If they 
could exshange for gold the billion or more of governmental securi- 
ties which our banks have loaded up with since the war began, then 
even the normal expansion might readily be five or six billions; and 
as we shall see in a moment it could now be vastly more. 

Third. Credit expansion naturelly follows from the creation 
of a huze amount of good new bank collateral) Thousands of 
people will, in war time, buy bonds with the feeling that they can be 
realized on at any moment; and thet moment usually comes for 
such pecple rather soon. l 

Fourth. A way has been, as it were, created by the new income 
tax law, assessing the unused surpluses of corporations at 10 per 
cent per annum. If these surpluses are converted into government 
bonds this tax can be avoided; and the bonds can then be used as 
collateral to 80 or 90 per cent of their face value and, under pledge of 
the banl:s, at the same rate of interest the bonds themselves bring. 
These lcans reappearing as deposits, we should have then two de- 
posits waere there was only one before, and the credit currency has 
been expanded by a corresponding amount. 

F*"fih. In England and Germany, and probably more or less 
in all countries, the war has occasioned heavy government borrow- 
ings from the banks, these borrowinzs being repaid from time to 
time by the flotation of enormous loars. This borrowing, of course, - 
being paid out to contractors and others, promptly appears as 
deposits and the volume of credit has therefore been expanded by 
about the amount so borrowed. This, in the judgment of The 
Economist of London, has been the principal form of credit expan- 
sion in England and chiefly responsible for a rise in prices of 135 per 
cent to date. So far this method has not been resorted to in the 
United States. 

wzth. There still remains tke highly important matter of 
financing the loans themselves directly by means of bank eredits to 
the buyers. This has been the chief means of flotation of the two 
loans so far put out in this country. I have asked several banking 
officials to estimate the extent to which it has been employed and 
they seem roughly to agree that on the first liberty loan for two 
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billions, the banks may have loaned somewhere near half the total, 
and on the second loan even more. No such expansion was evident 
in the national bank statements between June and September; out 
the answer of the bankers is that first, a large part of these loans was 
repaid with surprising rapidity, and second, that in this period there 
was a considerable curtailment of general business credits. The 
next bank statement will give us a better idea of the facts; for it is 
probable that the advances on the second loan would not be repaid 
80 quickly, if for no other reason than that they may have been two 
or three times as large as on the first. 

We see, then, that as a practical matter government loans msy 
cause a hee.vy expansion of bank credits, and even, as in the case of 
Germany, a very considerable addition to the metallic basis of these 
credits. The question remains: When and how does such an expan- 
sion become inflation? 


MONEY AND PRICES 


Here is the old, old problem of the relation between money and 
prices. There may be modes of inflation which do not spell high or 
rising prices; but they are of academic interest only. In the same 
way there may be other ways in which prices may be inflated than 
by the simple one of currency inflation, but I do not think I shall go 
beyond the bounds to say that these have no practical interest. 
As to the raain issue, we are coming finally to a general agreement. 

For example, our generel stock of money now is between four 
and five billions. I do not suppose there is an economist living who 
would suggest that the government could flood the country with an 
issue of say ten billions of paper money without an enormous rise in 
prices. This is what Russia has done and the general increase in 
prices there, a reliable index being lacking, has been estimated at 
from 250 to 400 per cent. The whole controversy has always been 
rather a question of degree. I am of those who believe that the 
whole problem was cleared up and put upon an inexpugnable basis 
more than thirty years ago by our own Simon Newcomb and 
Professor Shield Nicholson in Britain, and later by the statistical 
investigations of Professor Kemmerer and the splendid work of Pro- 
fessor Irving Fisher. The whole theory, as you know, is expressed 
with the simple formula that prices vary directly as the volume of 
the actual currency employed, and its rate of turnover or velocity, 
and inversely with the volume of trade. 
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Now as everyone knows, our main currency is in checks drawn 
against bank deposits. More than 90 per cent of the colossal ex- 
changes of the nation, soaring now toward perhaps a thousand 
billions a year, are effécted by means of checks. The volume of 
actual money in circulation is of slight consequence. Bank deposits 
in their zurn are largely created by bank loans—80 per cent and 
more. The total of these loans is always many times the total 
stock of actual money. So, on the present-day theory, the level 
of prices represents a ratio betweer bank credis and the current 
volume cf business. 

I have found this simple fact very puzzling to many people. 
But it becomes very clear when we imagine the banks’ restored to 
their old note-issuing power and givirg out newly printed bank 
notes when they make a loan instead of merely entering a credit in 
their books. Anyone can see that an excessive issue of such notes 
would mean currency inflation; and an excessive expansion of de- 
posits kas the same effect. It follows, therefore, that if bank credits 
are expanded more rapidly than the actual volume of business we 
have arise in prices, that is to sav, inflation. This is the whole 
matter in a nutshell. 

Now what is the actual situation ir regard to business in this 
country? The railroads cannot hau. any more goods. The govern- 
ment iz already stepping in to shut down on shipments on certain 
lines of industry. We cannot get any more coal unless labor is 
drafted from other industries. And as a whole we cannot get any 
more labor, as is evident from the fantastic wages that are now 
being said. In a word, production, and therefore the actual 
volume of exchanges is practically at the limit and has been for 
a year or more. No expansion of bank credits can put this pro- 
duction any higher. It follows, therefore, as a practical fact that 
any expansion of bank loans now mecna inflation—to all practical 
intents, dollar for dollar. E 


EFFECTS OF CREDIT EXPANSION 


Every scheme which increases bank credits spells increased cost 
of hving and the discontent and social unrest that go with it, to say 
nothi-g of the genuine distress of millions of people whose incomes 
and salaries are more or less fixed and incapable of quick adjustment. 
With expanding credits, all the executive edicts and price fixings 
and food administrations in the world cannot keep prices down, 
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You might just as well think to restrain them with a bunch of feath- 
ers after you have put under them a 30,000-ton hydraulic jack. 

Now if all this be true, in encouraging tremendous credits on the 
purchase of government bonds, the administration and our bankers 
have to that extent deliberately set out on a policy of higher and 
higher prices. The slogan “Borrow and Buy" means in its effect 
exactly the same as if the government had printed a corresponding 
amount of tat money and turned it loose, as in the days of our Civil 
War. 

The war has already added to the stock of this country a billion 
of new gold, which has resulted in a credit expansion of nearly 50 
per cent and a rise in general prices of nearly 100 per cent. This 
means that the war will cost us, as it is costing England and other 
nations, roughly twice what it would have cost if there had been 
no cuch inflation. If we go on expanding banking credits at thesame 
rapid rate, the cost of living and of the war will be doubled again. 

And after all this inflation comes the inevitable deflation which 
always follows wildcat finance, just as it did in the years following 
the Civil War, with the result of making the burden of debt at least 
twice as great as it otherwise would have been if inflation had not 
been resorted to. One-half of the cost of the war in Europe has 
come within the last year and in turn the second year’s cost was 
almost double that of the first. If we spend fifteen or twenty bil- 
lions this year, it may readily mean thirty or forty billions next year, 
and if the war lasts three years more, as many believe it will, our 
burden of debt may readily reach a total of fifty or sixty billions, or 
more. The practical question then is whether this shall be met by 
"genuine saving,’ as the editor of The Economist terms it, or by 
some form of inflation, as has been true of all the nations of Europe? 


POSSIBLE INFLATION UNDER THE REsERVA SYSTEM 


I do not know how many among you have considered how far 
the inflation of our actual currency may go. The volume of check- 
able deposits is now around fourteen billions. Will it stagger you 
to know that a prominent New York banker estimated that bank 
loan expansion, if the war lasts, might readily reach fifty billions? 
And all of this is provided for under our new Federal Reserve Sys- 
tem. It is strange how few people realize the perfectly fantastic 
possibilities of credit expansion which were created by the new 
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amendments to the Federal Reserve Act passed last June. Under 
these amendments the required reserves were cut more than half 
over those formerly enforced under the national banking system and 
instead of these reserves being in gold or lawful money, they are 
now to be nothing more than book credits with the Federal Reserve 
Banks. And in turn these banks have only to hold a 35 per cent 
gold reserve against these credits. 

It follows, therefore, that every dollar of gold may become 
$3 of federal bank eredits, and each dollar of this may in turn be- 
come the basis of $8 of credits for the central reserve cities, $10 for 
the smaller cities and $15 for the country banks, which works out to 
a practical average of $10 for all the oanks of the Federal Reserve 
System. 

The Federal Reserve Banks have now on hand a billion and a 
half of gold. If the present movement to bring in all the eligible 
state banks, trust companies and the like is successful, this gold 
reserve rnay readily reach between two and three billions, and there- 
fore serve as a, basis for fifty or sixty billions, or more, of bank credits. 

You will see, tharefore, that the new reserve system has created 
possibilizies of inflation never dreamt of since the Civil War. And 
all that stands between the general public and this inflation and the 
dizzy level of prices which it would bring in its train is the good sense 
and conservatism of our bankers, with such encouragement as they 
may receive from a political board at Waskington and their political 
appointees, the governors of the Federal Reserve Banks. 

So far this source of inflation has remained practically un- 
touched. Would it be possible to leave it untouched, no matter 
what the exigencies of the war? Is it the counsel of perfection to 
suggest shat any great war can be fought without inflation? I 
know there are many able and conservative economists, as for 
example, Mr. George E. Roberts, who are inclined to doubt if it 
could. On the other hand, Mr. Hartley Withers, the editor of 
The Ecor.omist of London, has preached this very counsel from the 

1 Note of December 6 Since this article was written. this bank credit inflation 
seems under way ona gigantic scale. Ina few weexs the loans of the New York 
banks aloce have increesed more than kalf a billion, an expansion without 
parallel in the history of the Clearing House. Comeidently Dun’s Index of Com- 
moduy Prices reaches the highest point In its history. Yet there seems not a 


single journal of influence in America, not a member of Congress, or senator who 
understands the problem or offers a word of protest or warning. 
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beginning of the war; and has unweariedly attacked the ineptitude 
of the British government and its makeshift finance. If such a 
policy would be possible to England with an ante-war income of not 
much over ten billions of our money, assuredly it would be possible 
for the United States with an ante-war income of at least three or 
four times this. 


A, PROBLEM Oy EXPEDIENCY 


The problem as I see it is the everlasting one of expediency. 
Obviously inflation is “the easiest way." As the slang phrase goes, 
it is “easy money." Our bankers feel highly patriotic when they 
turn in for a tremendous campaign for bond subscriptions; and Mr. 
McAdoo and the administration at Washington feel highly elated 
when they roll up five billions of subscriptions, half of which are 
merely bank loans. It seems to matter little that all this may add 
two or three billions to the already swollen credit currency, and that 
the millions of poor people, small investors and life insurance holders 
who cannot expand their incomes in any adequate way must pay 
the piper. These are the millions who rarely have any voice in 
national affairs, and all the more so because they are for the most 
part un-understanding and dumb. ‘To them matters of finance and 
economics are a seven-sealed book, and there seems to be no one save 
the most ignorant and demagogic of politicians to give heed to their 
wrongs. ` ; 

But the alternative to inflation would be a sharp curtailment of 
our reckless national extravagance; it would mean drastic saving 
and the almost total discontinuance, for example, of the manufacture 
of a million five hundred thousand new automobiles a year. It 
would mean a contraction rather than an expansion of credits. It 
would meen tight money and high interest rates. And all this is 
practically what no business man or borrower or any political ad- 
ministration ever wants. Everybody wants easy money, flush times - 
and three rousing cheers for the success of a loan campaign, no 
matter how it is achieved. 

It seems an idle consequence that we may spend perhaps ten 
long weary years of “hard times,” of falling prices, declining business 
and sharp distress, paying for the orgy of inflated prices, waste and 
extravagance in which we are now indulging. 


PRINCIPLES OF EXCESS PROFITS TAXATION 
Bv T. S. Apame, Pa.D., 


Professor of Political Economy, Yale University. 


The following paper deals with a few of the larger problems of 
the excess profits tax; its scope and character, the general principles 
upon which it rests and with whose vahdity it must eventually stard 
or fall. In discussing these topics I speak not only unofficially, but 
tentatively; I express only my pezsonal opinions, and those opinions 
are subject to later revision. 


I 


The excess profits tax law itself fairly bristles with legal and 
administrative difficulties. Section £10, for instance, considerirg 
cases in which the administrative authcrities are unable satisfac- 
torily to determine tke invested cepital, provides another and a satis- 
factory method of determining the deduction, but says nothirg 
about the rates of taxation which depend, in a very important wa, 
upon the amount of invested capital itseli—which amount, this very 
section assumes it is impossible satisfactorily to compute. In other 
words, at shis part of the law there is an open chasm. The law, es 
it were, starts to bridge a gulf but terminates abruptly when we are 
half way across. à 

This is but one of the scores of problems raised by the excess 
profits tax law. It would be useless tc attempt to settle them here. 
I mention them merely to suggest that any judgment of the funde- 
mental character of such a law must be a charitable judgment. We 
must expect some inconsistencies. Any interpretation of the funde- 
mental purpose and intent of the law will be sufficient if it harmonizes 
and synthesizes its main provisions. 

The unusual technical difficu_ties of the excess profits tax have 
brought about a significant change in she administrative procedura 
of the Treasury Department. Breaking boldly with past depart- 
mental practice, the Secretary of the Treasury has sought to enlist 
the coóperation of the taxpayers themselves and has appointed a 
group of Excess Profits Advisors to assist the Commissioner of In- 
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ternal Revenue in construing and applying the law. This is an 
administrative departure so striking as to be almost revolutionary. 
Hitherto the taxpayer and the tax gatherer have held each other at 
arm’s length. We have, as a people, come to look upon the tax- 
payer with suspicion, and the belief has grown up that the word of 
the taxpayer, or even his oath on a tax return, is likely to be un- 
trustworthy and misleading. The great war in which we are ncw 
engaged, along with indescribable evils, has brought some priceless 
boons, chief of which is a deeper recognition of the necessity of co- 
operation. We must work together lest we all go down in tae 
general collapse of democratic government. And among the forms 
and varieties of coóperatiopn, the strangest perhaps, and not the 
least attractive, is the proposed codperation between those who 
pay and taose who collect taxes. Tax paying and tax gathering 
may be made different and far more wholesome things if this ex- 
periment with the Excess Profits Advisors be successfully carried 
out. 


1t 


“This title," the excess profits tax law reads, ‘‘shall apply to 
all the trades or businesses of whatever description, whether con- 
tinuously carried on or not. . . ." The tax, therefore, is laid 
upon trade or business. But a preceding paragraph provides that 
every corporation or partnership not specifically exempt shall be 
deemed tc be engaged in business, and that all its income, from 
whatever source derived, shall be deemed to be received from such 
trade or business. In the case of partnerships and corporations, 
there is but one business, one income; and the latter, with some 
specific exceptions, is the income returned for purposes of income 
tax. 

In the case of the individual, however, the situation is probably 
different. True, professions and occupations are specifically in- 
cluded in zhe general category of trade or business, and we all know 
by this time that the excess profits tax applies to salaries. But in 
all probability, the tax does not cover, in the case of the individual, 
income derived from mere ownership, in which the element of active 
business management or personal exertion is substantially absent. 
In the debate upon the excess profits tax in the House of Representa- 
tives, Mr. Cannon pointedly asked whether income derived by “a 
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gentlemen of leisure,” as such would be subject to the excess profits 
tax. Mr. Kitchin replied with an emphatic negative: 

I do rot think in the case the gentleman cites that the individual would pay 
any excess profits tax, as he is not engaged in trade or business and has no profes- 
sion or oceupation. He, of course, would pay an income tax. The difference 
between tke excess profits tax and the income tax is this: The income tax is upon 
the total nez income received from all sources, with & few certain exceptions. The 
excess prof ts tax as now writzen in the bill 1s a tax on trade or business, including 
professions and occupations; that is, on the ir come or profits of trade or business, 
including professions and occupations, 

But if an individual is in business—say in the mercantile business—and has 
investments in railroad stocks and bonds and receives $10,000 from them, discon- 
nected altozether from his business, that woulc not be included in determining the 
income subject to excess profits tax. 


The fortunate individual, therefore, who “lives upon the in- 
come from his capital,” will not be subject to excess profits tax, if 
Mr. Kitcain’s interpretation of the law be correct. The salaries or 
fees of the typical professional man, the brain worker, are taxed. 
The man who risks his capital and puts his energy into a competitive 
business of the ordinary kind is taxed. But he who lives quietly on 
his rents, his dividends and his interest receipts, 1s not taxed. 

Inde2d, the whole status of the investor under the war revenue 
bill is a &gnificant one. The income which he derives from securi- 
ties may be subjected to very heavy income tax. But the new in- 
come tax law, in a section which I shal. not quote in detail though it 
deserves sareful exegesis, provides with significant exceptions that 
dividends shall be taxed to distributees at the rates prescribed by 
law for the years in which the profits or surplus (from which they 
are paid) were accumulated by the corporation. As a result of this 
provision, millions of dividends distributed this year will not be 
subject to the heavy war income taxes but will pay at the lower rates 
applicable in the past. Moreover, in :ts final formulation, the war 
revenue bill omitted a clause previously adopted by the Senate 
which prchibited those contracts by which the borrower or debtor 
undertakes to pay any tax imposed upon the interest or income 
going to tae lender or creditor This, I say, was stricken out. The 
result is eongressional endorsement o? a practice which, in most 
foreign ccuntries, is regarded as contrary to sound public policy. 
We encourage, in short, the multiplication of those covenants by 
which debtors undertake to pay taxes levied in the first instance 
upon cred tors. 
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I raise these questions concerning the status of the investor in 
the scheme of war taxes, not for the purpose of criticism, but to 
bring into clear relief some cf the larger aspects of our general tax 
policy. So far as dividends and the excess profits tax are con- 
cerned, the case is clear. The corporation from whose earnings 
dividends are paid, being duly subject to excess profits tax, the in- 
dividual may with logic be exempt. So far as interest from bonds 
is concerned, it is plain that, so long as the individual is accorded a 
deduction of 7 to 9 per cent upcn his invested capital, the inclusion 
of bond interest among the other items of taxable income or profits 
would be fruitiess. The Treasury is better off with interest omitted 
from income and principal excluded from invested capital. 

And vet, a doubt persists. Is a scheme of taxation sound 
which imposes heavy taxes upon the salaried man, or the man who 
stakes his time and monev in tae hazardous game of business, and 
yet shields the man who lives upon the income from his capital? 
Here are three men, each with an income of $100,000 a year. A has 
little or no capital, except his brains and technical equipment which 
will disappear at his death. He is taxed. B puts $100,000 in a 
risky business which, at the present, pays generously. He is even 
more heavily taxed. C inherited two and a half million dollars 
from his father, invested perhaps largely in state, municipal and 
federal bonds. He pays little or no tax, local, state or federal. 
Speaking generally, a given income backed by a very large amount 
of capital ought, it might seem, to be more heavily taxed than the 
same amount of income backed by a small capital. Yet our excess 
profits tax, in company with a majority of such taxes in other coun- 
tries, proczeds on a different ornceiple. ‘‘To him that hath shall be 
given, and from him that hath not shall be taken away even that 
which he hath." í 

When a suitable opportunity occurs Congress should, I believe, 
impose a differential tax on “unearned” income. This would 
remedy what seems to be a marked defect in our existing scheme of 
federal taxation. At the same time income derived from personal 
exertion should be given further study. Corporations already 
have the right to deduct the salaries of officers. The same right 
should be given to partnerships and sole proprietors, although the 
estimated salaries would have to be “reasonable.” 


f 
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The line of thought which we are here pursuing leads inevitably 
to a chalienge or criticism of most direc; taxes imposed upon busi- 
ness or the business unit. Let me illustrate. Here are two cor- 
porations, each with the same capital and the same net earnings; but 
corporation A is owned by a large number of small investors (work- 
ing men and mechanics perhaps), while corporation B is owned by 
three millionaires. Drastic taxation an the profits of A and B will 
have very different effects upon the two sets of stockholders. The 
mechanics and working men who jointly own A will be deprived of 
extra war dividends which they may really need to meet the increased 
cost of living; whereas the owners of B will merely be deprived of 
unnecessary luxuries or the wherewithal to make new investments. 
The challenge or criticism under discussion amounts then to this: 
that an income or excess profits tax of any variety upon a business 
unit is illogical; that its principal incidence and burden are upon the 
stockholders; that there may be relatively strong stockholders in 
weak corporations and very weak shareholders in strong corpora- 
tions; that so far as possible, we should avoid the intermediary, the 
agent, the go-between, and employ onlv the personal income tax. 
At the basis of this criticism will be found an assumption, conscious 
or unconscious, that all direct taxes are to be judged by the ability 
standard—to be accepted or condemned according as they con- 
form to, or depart from, the principle of taxation in accordance with 
ability to pay. 
| . At this point it is pertinent to note taat the difficulty under dis- 
cussion is not to be remedied by any substitution of the war profits 
principle for the excess profits princisle of the English for the Ameri- 
can method of computing the tax. 

| y Here are two corporations, eaca with $1,000,000 PERTE and 
each earning $300,000 a year during the war, but whereas corpora- 
tion X earned $200,000 in the normal, or average year before the 
war, corporation Y earned only $80,000. Under the English law, 
with its pre-war income standard, corporation Y would be taxed 
very much more heavily than corporation X, which is in reality the 
stronger corporation. Both corporat:ons earn the same amount 
during the war, but the one which was more prosperous in the past, 
the one which has accumulated the larger revenues, the larger sur- 
plus against a rainy day, would, under the English law, pay the 
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smaller tax. As a matter of principle, neglecting the practical dif- 
ficulties of applying the capital standard, it is difficult to see any 
superiority in the English method of war profits taxation. Does 
pre-war prosperity establish just ground for exemption or immunity 
during thewar? Do not extrawar profits added to a high level of pre- 
war profits create an unustal capacity to bear taxes, rather than the 
reverse? If you and I are equally prosperous today, but I have 
been prosperous much longer than you, is my longer prosperity suf- 
ficient reason for levying a smaller tax upon me than you? 

As a matter of theory. and in the average or normal case, I be- 
heve that these two standards, the income standard and the capital, 
are essentially similiar. In the long run, the real invested capital 
depends upon normal earnings. Our illustration of corporation X 
and corporation Y was in fact false and misleading. It represents 
an impossible case. If corporation X had enjoyed profits of $200,- 
000 a year as a regular and normal thing before the war, its true in- 
vested capital could not, except by accident, have remained at 
$1,000,000. Its capital assets, tangible and intangible, would have 
come to be worth $3,000,000 or more; they could have been sold for 
that amount; and individual investors would have bought stock on 
that basis. In the normal case, the income and capital standards 
are, when properly interpreted, practically the same. 

But we must get away from the "original investment." Where 
mature and well-developed corporations are concerned that concept 
has little meaning. The original investment has no permanence. 
It changes inevitably. Durable assets, such as land and buildings, 
depreciate and appreciate; and these variations may at timés 3e 
taken up on the books and they will certainly be taken into account 
in any case of sale or consolidation. Intangible assets are built up 
and in tu-n disappear. The true capital, the true investment, 
changes with the shifting level of income and with future prospects 
based upon such income. Of course, if we take only the income of 
two or three years before the war, there is no necessary correspoud- 
ence between such income and the true capital of the business. 
But what chanced to happen in the three years which preceded tie 
outbreak of the war is not and should not be controlling in this con- 
nection. Even if we accept the pre-war profits standard, its logic 
requires that we ascertain pre-war earnings over a sufficient number 
of years to obtain a true or normal average; and over such a series 
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of years no industry, except a monopoly, can earn upon its 
true capital an abnormal rate of profits. In short, if we could sat- 
isfy in practice the logical requirements of both methods it would 
make little difference in the vast majority of cases whether we em- 
ployed the income or the capital basis. 


IV 


The American excess profits tax of October 3, 1917, was passed 
after à stubborn and protracted legislative contest, in which one 
idea, vaguely called the excess profits principle, triumphed over an- 
other idea usually referred to as the war profits principle. This 
victory of “excess profits” over ‘‘war proñts” is very significant. 
Its significance does not lie in the sucstitution of a deduction of ex- 
emption based upon capital for one based upon income. As has 
just been pointed out, these two methods are in the last analysis, if 
consistently applied, so closely related as to be almost one and the 
same. The significance of the American law, or of its adoption, lies 
in the fact that it represents a deliberate ~ejection of a pre-war stand- 
ard in favor of anormal standard. War profits taxes must, it would 
seem, be short lived. An excess profits tax might, conceivably, be- 
come a permanent fixture in our financial system. Base the tax on 
excess of present earnings over pre-war earnings, and with each 
passing year the basis of the tax becomes more antiquated, more 
impossible. Base the tax upon excess cver a fair return on the 
investment, properly measured to start with, and with each passing 
year the tax may become sounder and more ecuitable. The govern- 
ment.asserts, as it were, a right to share in any abnormal or unusual 
profits realized by the business man. This is at once the peculiar 
promise, or the peculiar menace, or the peculiar scientific interest of 
the American excess profits tax—as you are inclined to look atit. It 
is hkely to prove the most revoluticnary development in public 
finance since the introduction of income taxation. 


y 


If the tax is to endure it must meet the fundamental criticism 
mentioned in the beginning, that, in common with most taxes im- 
posed upon the business unit, it does not conform to the principle of 
ability to pay. 

It 1s a shallow and narrow interpretation of this principle that 
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tests its every application by the effect of the tax upon the con- 
sumer; which surveys man, the taxpayer, only as one who clothes his 
back and feeds his body. There are many valid varieties of this 
great principle of taxation and among them are those which survey 
the taxpaver in his capacity of producer, which take the business 
man in his economie and political environment, which recognize the 
truth that the state and community stand as silent partners in every 
business enterprise, which make a permanent place in our reverue 
system for a tax designed to take for the community a fair portion 
of all profits in excess oi the amount required to elicit the requisite 
investment of capital. Such a tax would be in true conformity with 
the ability principle; it would spare the infant industry; it would 
spare all industries during periods of depression; it would encourage 
industrial experimentation; and would lay the heaviest burden 
upon those who have been most fortunate. It solves, in a reason- 
ably satisfactory way, the difficult question of finding a graduated 
or progressive tax for business enterprise. It may possibly supply, 
what is even more difficult to find, a practicable and equitable 
method of business taxation. 

The tax contains, like most good ability taxes, a distinct ele- 
ment of the benefit principle. The English courts have decided 
that the English excess profits tax represents the state’s share in the 
profits of private business; and the American law—by refusing to 
permit the deduction of an excess profits tax as a business expense 
of the year in which paid—apparently partakes of the same char- 
acter. I> is not a tax upon the individual to be judged by the sacri- 
fices which it imposes upon him, but the prior claim of the. state 
upon private profits which public expenditures, or public misfor- 
tunes, or the general environment maintained by the state, have in 
part produced. The government’s claim to part of the profits, 
particularly in time of war, 1s so strong as to justify the statement 
that the stockholders have no claim on profits until the government 
has released them. When a special assessment or betterment tax is 
imposed, no cognizance is taken of the individual’s ability to pay. 
For much the same reason, when an excess profits tax is levied upon 
a corporation or partnership, no cognizance need be taken of the tax 
paying ability of the shareholders. We must have business taxa- 
tion because business units, as such, benefit by the activities and 
expenditures of the government; because they have, as busmess 
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concerns, differing ' abilities" to pay; because the state cannot 
wait for tae distribucion of profits from the business source to the 
ultimate recipients; and because taxes levied at the business source 
are fer less expensive to collect, and far more productive in yield. 
than those levied upon the individua. partners or shareholders in 
business organizations. 


VI 


What I have been considering is the eminently practical prob- 
lem of the future of tae excess profits tex: will it endure—should it 
be permitted to endure after the war? 

I do not pretend to give the final answers to these questions 
even In my own mird. But they arə questions about which we 
should begain to think seriously. It is sometimes said that the 
country woich imposes an excess profits tax after the war will so 
hamper its business as to deny it any share in the international trade 
of the world; in short, that it will place domestic industries at a dis- 
advantage in competing with foreign industries. 

WhetLer this criticism be sound or 1nsound depends upon many 
factors, among which must be included the relative burden of all 
taxation in this country as contrasted with foreign countries; the 
equity and care with which this and other taxes are formulated and 
administered; and most of all upon the truth of the theory upon 
which the tax rests. _t is either true or not true that the success of 
business enterprise depends, in part, upon the helpful participation 
of the state. This is either genuine trutk or humbug. If it be a 
genuine truth, business can afford to pay for the assistance of the 
state If it be merely false and hollow rhetoric, American business 
enterprise will fall before foreign competitors which do have the 
real support of their respective governments. In general, what 
business fears is not heavy taxation, bub unjust and discriminatory 
taxation, careless taxation, bungling attempts to do the impossible, 
inconsistent taxation, the unlike treatment of like business situations. 

Such a tax might serve appreciably to allay hostility to big busi- 
ness by making the people a partner in the success of big business. 
As pointed out several years ago by Henry C. Adams,.such a tax 
fits in harmoniously wich the policy of rete regulation or price regu- 
lation. We shall probably have more of such regulation as time 
goes on; and this regulation must, in all probability, be accom- 
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plished through general rules which, adapted to the less favorably 
situated producers, yield excessive returns to the more favorably 
situated producers. Under such circumstances, a tax upon excess 
profits makes the results of price regulations more equitable and more 
attractive. Some such device as this would appear to promote in- 
dividualism and private industry. Not only land sites, as Henry 
George eraphasizes, but other commercial and industrial oppor- 
tunities differ enormously. We cennot give to each industry the 
same opportunities of location, proximity to markets, good shipping 
facilities, good credit institutions and good government; but we 
can make inequalities a little less by imposing a tax upon the dif- 
ferential product—upon excess profits. Conceivably then, the ex- 
cess profits tax may assist materially to promote that equality of 
opportunity which is as necessary to good business as to good citi- 
zenship. 

Lack of productivity will probably prove the gravest weakness 
01 the excess profits tax as a perrnanent part of the tax system. In 
normal years we cannot expect a tax upon supernormal profits to 
yield the enormous revenue whica we expect to derive from this 
source during the war. And yet, it is probable that even in lean 
years the tax would supply a revenue altogether worth while. In 
our vast country it seldom or never happens that all sections and all 
industries move together. When there is drought or financial de- 
pression in one part of the country, other sections enjoy abundant 
crops and prosperous business conditions. Where an epidemic pre- 

vails the doctors, at least, doa thriving business. There will always 
be some excess profits tc tax. 

But if the tax is to succeed, we must solve this problem of es- 
tablishing a sound normal basis from which to measure the excess. 
In determining this normal datum line we can, as has been stated, 
use either past Income or invested capital; indeed the difficulties 
are 80 great that we should make use of both. „It would be theoreti- 
cally possible, for instance, to take the income for a considerable 
number of years, exclude the abnormal years and accept the re- 
mainder a8 our datum line. But even in this case we should have 
to make allowances for the increase in capital; and for this and 
other reasons, the United States, in contrast with most of the cther 
thirteen or fourteen countries imposing the excess profits tax, pre- 
fers to start with the capital besis. 
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Even with this basis we are forced to rule out those capital as- 
sets which are the product of abnormal conditions. For instance, 
no serious consideragon was ever given, or could practically have 
been given, to the proposition that the capital basis of the tax should 
reflect the abnormal profits earned during the war. 

In getting rid of abnormal, capital items, however, many of 
those interested in this subject have gone to the other extreme. 
They believed that capital should be taken or valued as of the time 
of origina. investment. Curlously enough, it may be said paren- 
thetically, this princ-ple is adopted in the English law in so far as 
that law makes use of a deduction based upon capital. The difficul- 
ties engendered by starting with the original investment are enor- 
mous. Some corporations are fifty years old or more and the exact 
amount of cash or tangible property paid in, and the circumstances 
surrounding such payment, have disappeazed in the mists of time. 
On the other hand, many corporations have gone through formal or 
genuine reorganization within the past iew years. Some old corpo- 
rations have written upon their books the appreciation which has 
taken place in their real estate and other property. Other old 
corporations have not done this. Some corporations have so 
handled advertising and similar costs that they stand on the books 
as capital assets, designated '"good will,” 'trade-marks," and the 
like. Many other corporations, having brands or similar intangible 
assets of great value, have written off as current expense the adver- 
tising and similar expenditures made tc cevelop or create these in- 
tangible assets. Some corporations have bougbt good will for a 
very large sum and within the next few years have written 1b en- 
tirely off their books. Other corpcrations carry the original ex- 
penditure as a capital asset. To go back to the original investment 
in each case is to treat essentially like situations differently; to in- 
- troduce digtinctions 80 capricious as to be maddening; to discrimi- 
nate in a way that raises the gravest questions concerning the 
constitutionality of such treatment. 

My own belief is that the most practicable treatment yet sug- 
gested for this situation is a valuation of capital assets as of some 
date, say January firss, preceding the war. We must get rid of the 
war, that greatest of all abnormalities. Tc some degree this solu- 
tion has been utilized <n the capital definition adopted in the Excess 
Profits Tax Act of October 3, 1917. Tangible property paid into a 
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corporation for steck may be valued with some reservations as of 
January 1,1914. How far under this statute actual valuation may 
be substituted for original investment; how far Congress intended 
this substitution to be made and how far the courts will sustain a 
rigid insistence upon original investment values, are grave questions 
which cannot be answerec. at this t:me. 

This much may be said, however: we must start with a practi- 
cable and reasonably equitable determination of normal capital 
value. Until this foundatien of the tax has been built, and built 
upon rock, the excess profits tax car only be a temporary makeshift, 


THE WAR REVENUE ACT OF 1917 
By Danza, C. ROPPR, 


Commissioner of Internal Revente. 


This article is written by me, not 4s Commissioner of Interna! 
Revenue, nor as tax collector, but as & student of our mutual prob- 
lems. I shall not undertake to recita» in it all of the problems which 
confront us, in administering this law. Dr. T. S. Adams, who is so 
ablv assisting in this work, has prepared fcr this issue of TBE ANNALS 
an excellent article on this subject, as Lave also many other writers. 

I shall not afflict you with tke »urdens that I see ahead in the 
way of administering this tax. To co so would be unkind. This 
may be illustrated by a little experience some years ago in & southern 
town. A tourist train rolled in to a town of some 2,000 population. 
One of the tourists, jumping off af the car, approached an aged 
colored man and said, “Will you tell ma the population of this 
town?" “I don’t know as I zackly understand what you mean, 
sir,” the old man replied. “How many people live here, then?" 
“Well, sur, I don’t know zackly,— kout a million.” The old dar- ` 
key probably saw the future development of the town. This is 
quite analogous to the volume of >roblems which will confront us 
in the course of the administraticn oi the new War Revenue Act. 

This act is now the law oï the lerd. It is a fundamental prin- 
ciple o2 democracy that the people shall tax themselves. The es- 
sential strength of democracy, especially in zhe time of war, lies in 
this fact. Through the passage of the War Revenue Act of 1917 
the people by well-nigh unanimous vote of their chosen representa- 
tives in Congress have levied upor themselves additional tribute of 
substantially two and one-half bilions of dollars to meet the war 
needs of their forces on land anc sea. 

For months the country and the Congress were divided in 
opinion as to methods of raising the money which all agreed was 
necessary for the common de?erse. The legislation enacted by 
Congress for financing the war kas definitely settled all such diffe-- 
ences. The greater part of the huge total sum immediately needed is 
to be raised by the sale of liberty bonds, thus allotting to our pos- 
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terity its fair share of the burden and deferring to more settled times 
its final distribution. The first two issues of liberty bonds, aggre- 
gating eight billions in amount, have been taken by the people with 
an alacrity that speaks the patriotic determination and enthusiasm 
of & united country and must reassure our defenders as it disturbs 
our foes. But the financial provision through the sale of bonds is 
not adequate to the needs of our great cause. In addition to this 
it is essential to our success and to the proper support of our sons 
who are risling their lives that the people of the United States im- 
mediately pay a large sum into the country’s Treasury in the form 
of a liberty tax. This is no less essential than that of the liberty 
loan which this tax underiies and supports. The liberty tax repre- 
sents that portion of the burden which we assume and discharge for 
ourselves while the liberty loan represents that portion of the bur- 
den which it is only fair for us to remit to those who shall come after 
us. 

The law providing for this liberty tax has been determined 
upon by the people's representatives in Congress. It is law, but 
the actual administration and sollection of the taxes is one of the 
greatest war tasks now confronting the people and the government. 

This is no time to cavil at the manner of amounts of govern- 
ment expenditures. The government as well as business must 
gradually become adjusted to new conditions. Congress has acted, 
certain agencies have been charged with the duty of administering, 
others with the duty of expending. Both must act speedily and co- 
operatively for the enemy is at the door, liberty and its institutions 
are in imminent danger. The price of its defense cannot be exces- 
sive as related to the lives and happiness of our people. 

This is the greatest tax levy ever undertaken in the United 
States. In more magnitude it surpasses any previous draft on the 
treasure of the people. It exceeds all others in the wide range of its 
provisions and in the variety of its incidences. But the purpose for 
which this tax is being raised is the most serious to which the Re- 
public has ever been devoted. The need for every dollar of return 
due under the law is the need of continued national existence. And 
at the same time, the necessity of retarding or disturbing as little as 
possible the economic forces and operations of production and dis- 
tribution was never before so imperative as now. l 

The problems of administering the War Revenue Act of 1917 


à 
? 
€ 


Tae War RzvENUE Act or 1917 161 


are receiving most earnest consideration by the Secretary of the 
Treasury and his assistants. A policy has been outlined and the 
general prirciples to be observed have been established. Thispolicy 
is to collect from every citizen the full amount which Congress has 
determined to be his just contribution to the nation’s need with the 
least possitle inconvenience to the citizen and the least possible 
disturbance to business and industry. Any other program or 
policy of edministration would injure our cause and help the 
Kaiser. : 

There must be a way to administer this law constructively and 
this highway we will earnestly seek. It is essential to proper ad- 
ministration that each taxpayer shall be able tc obtain accurate 
information as to the amount of tax due by him and the time, place 
and method provided for its rendition and payment. This is in- 
dispensable because the law puts upon the taxpayer the burden of 
making the returns upon which his tax is measured. It is likewise 
essential that each class of taxpayers be treated with intelligent re- 
gard for the »ireumstances by which they sre personally affected, or 
which affect their businesses or avocation: and to the end that the 
machinery o? adjudication and collection be widely and uniformly 
diffused; thet the correct construction of every part of the law be 
authoritatively determined and all doubtz as to such construction 
be as far as possible removed; that the willingness of all classes of 
people to aid in the scrupulous observarce of the law and their eager 
desire to be of service in helping to win the war be organized and 
utilized to promote the uniform and universal enforcement of the 
law; and that each citizen be given the u3most assurance that no 
other citizen will be permitted in any wise to evade the law which 
he himself is -ully and loyally complying with. 

To attain these ends is a task of organization and administra- 
tion. The first step necessary is the reorganization of the Bureau 
of Internal Revenue at Washington. A veritable transformation is 
required to expand this branch of the Treasury Department to 
assume the gr2atly increased burden laid upon it by the War Reve- 
nue Act. For this purpose a new alignment cf its forces has been 
projected, additional divisions have been created, responsibility and 
authority rearranged and defined and prepzretions made for a large 
increase of its personnel. The need of these things is forcefully 
evidenced by the fact that for the year 191% it is reliably estimated 
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that thera will be 6,350,000 income tax returns made to the bureau 
as against 780,000 for the year 1917. From its organization in 1862 
until the passage of the corporation tax law in 1909 the bureau was 
constructed for collecting the taxes on fermented liquors and tobacco, 
requiring more of a policing procedure than is necessary row. 
We now need men especially trained in business administration and 
accounting lines—men who can intelligently approach and wisely 
deal with our complicated society. One phase of the reorganiza- 
tion of the bureau is of especial significance in this connection. 
Steps will be taken to bring the tax gathering machinery into closer 
touch with the best unofficial thought and with the public generally. 
It is hoped to accomplish this by the appointment of certain busi- 
ness mep as advisors to the Commissioner of Internal Revenue on 
business conditions and by the creation of an office in the bureau 
to be known as Supervisor of Taxpayers’ Coóperation. 

On the twenty-fourth of October the Secretary of the Treasury 
announced that he would appoint certain persons as excess profits 
advisers on business condi-ions to assist the Commissioner of Inter- 
nal Revenue in construing the excess profits provisions of the War 
Revenus Act. These will be men of high standing as economists 
and directors of business. They will bring to the administration 
the viewpoint of the taxpayer. I+ is not intended that these persons 
shall exercise administrative functions. Thei task will be purely 
advisory. The earnest desire of the administration is that the ex- 
cess profits tax may be so correctly and discreetly applied that each 
business enterprise may render to the government the full amount 
due, without embarrassment and without abatement of its pro- 
ductive power. This &lso is in recognition of the accepted necessity 
of treating special conditions in a special way. l 

The legal review advisers, the proposed appointment of whom 
was announced by the Secretary of the Treasury, simultaneously 
with that of the excess profits advisers, will be recruited also from 
unofficial life. Eminent representatives of the American bar will 
be given opportunity to give their service for advice to the bureau 
of Internal Revenue. The new law presents many problems cf con- 
struction and interpretation which are fraught with grave conse- 
quences to the public revenue and to business. These advisers will 
be an assurance to the country that these problems will not be dealt 
with in a narrow way, but that they will be solved in the light of 
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the broadest and most constructive lega? knowledge and experience 
available. 

The third new agency in the organization of the Bureau of In- 
ternal Revenue for following up this intimate association of business 
&nd government in the administration of this war revenue measure 
is the Supervisor of Taxpayers’ Cooperation. His task will be to 
keep in touch with the public and collect and assimilate for the 
department business suggestions and alsc to diffuse correct interpre- 
tations of the law and administrative regulations through all possible 
channels to the taxpayer. In an informal way, a nation-wide or- 
ganization of coöperation wil be created. In furtherance of this 
plan the formation of local advisory committees will be encouraged 
through which it is hoped to enlist the voluntary assistance of pa- 
triotic citizens. This service must be purely unofficial and volun- 
tary. As stated, these local committees will be composed of citizens 
volunteering their services to aid in facilitating the selective draft of 
wealth. Itis proposed that these shall make a special study of the 
law and of the published aids furnished them from Washington. 
They will give information and advice to the taxpayers in their 
communities, direct local propaganda for coóperating with the gov- 
ernment agents in the collection of the liberty taxes and keep the 
department informed regarding the general administration of the 
revenue law. 

A most wholesome sign of the unity and patriotism of the Amer- 
ican people i3 the manifest widespread desire to find a way in which 
the citizen may help the government in this critical hour. Thus it 
is the purpose of the government to invite the coóperation of all 
patriotic citizens in the full and fair performance of the great task 
of fairly administering and collecting the war tax—in that way to 
afford the citizens whom circumstances may require to remain at 
home an opportunity for real service in the great cause for which 
their sons and brothers are fighting. May we not hope to make the 
liberty tax, by reason of its patriotic purposes and by reason of the 
fairness and justness of its administration, a popular tax even as the 
liberty loan has been made & popular loan? As well stated in a 
splendid editorial in The Saturday Evening Post, “One of the finest 
things in the Civil War was the way in which citizens stepped up 
and paid them income taxes when they could have dodged them if 
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they had wanted to do so. We expect that chapter to be repeated 
in this war." | 

The literature which comes to me from this Academy is most 
instructive and effective and as the administration of the war tax 
law must largely be a campaign cf education I earnestly solicit the 
continued sympathetic attention of yoür body to the important 
questions arising under it. It is probably the most important op- 
portunity for patriotic endeavcr now presented to you. Your 
country needs the character of advice which you are especially 
trained to give as much as it needs the service of the trained soldier 
at the front. 


LIQUIDATION TAXES 


By S. N. Parren, PeD., 
Philadelphia, Pe. 


It is indicative of the advance of economic thought that in the 
present war its main controversy should turn on the relative merits 
of taxes and loans. There are few economic principles but which 
are put in a fresh light by the discussion which bids fair to make as 
important changes in economic theory as did the famous rent con- 
troversy during the Napoleonic wars. This older discussion empha- 
sized the presence or absence of an unearned element in income. 
Land incomes were put in a separate class with a resulting pressure to 
relieve industry from taxation by putting the burden on land rev- 
enues. The sweep of free trade doctrines could hardly have been 
as complete as it was if the rent controversy had not preceded it. 
We may expect a like transformation of economic doctrine if the 
relative merits of taxes and bond issues sre settled as permanently 
as were the issues involved in the discussion of rent and free trade. 
Every great fallacy in thought discovered and removed makes 
possible new adjustments not only to naiure but also between the 
various social groups on whom indust-ial efficiency depends. 

The evils of taxation, however, do not make bond issues good 
nor those of bonds make taxes the only way to meet national bur- 
dens. Earlier controversies revealed that protection was bad with- 
out proving that free trade was good; that paper money made a 
disastrous form of inflation without sLowing that other expedients 
did not have like evils; that rent was an unearned income without 
giving an economic justification to kindrad forms of income. In 
each case the advance consisted in barring out one expedient with- 
out increasing the respect for the others. I anticipate a like result 
in this case. I doubt if the opposition-to taxation will be reduced 
by the controversy but I believe that in the end bond issues as an 
expedient to carry on a great war will have no better standing than 
paper money now has. We must learn to get on without bonding 
just as we have learned how to promote industry without protection 
or to meet urgent obligations without a resort to paper money. Nor 
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do I wish this paper to be viewed as an eulogy of taxation; but I 
desire to show that large bond issues are a fatal expedient, something 
that we cannot use without the danger of social disintegration. Be- 
yond this I wish to show that its reputed advantages are-tllusory, 
destroying and not conserving our resources. It would be useless to 
show this if it were not accompanied with positive information as to 
how to devise an adequate tax system. If we do not want the pub- 
lic to use patent medicine we must provide sane remedies. In the 
same way the opponent cf bond issues must show how extraordinary 
expenses can be met without their use. The present task is to de- 
vise a system that will meet the need for revenue and yet avoid 
bond issues to the same degree that a sound financial system avoids 
paper money " 


OBJECTIVE TEsts 


Economics is now becoming like physical science in that only 
objective tests are used. So long as economists asked how do men 
feel about certain: measures no reply could be made but to test these 
feelings, or to appeal to certain supposed innate principles at the 
basis of human psychology. There was no way to determine these 
feelings except in small communities composed of like individuals. 
The method used was to assume a typical man and to get at the 
assumed advantage or disadvantage by multiplying the sum of his 
feelings by the number of the people concerned. Such a method 
fails in a great nation with many classes and many grades of income 
each resulting in certain feelings peculiar to his class. This com- 
plex cannot be summed into a whole because the advantage of one 
group-may arise from the disadvantage of another. We thus have 
society split up into a number of classes each with its own measures 
and each assuming the falsity of other.standards than those it uses. 
From this confusion there is no exit except by discarding all sub- 
jective measurements and by proceeding according to objective 
tests such as physical seienee employs. Great advance has been 
made in recent years in collecting the data by which objective tests 
can be applied. We are now in a position where objective tests will 
produce better results than subjective methods. What we feel and 
what we know in many fields clash. Only as we suppress the feel- 
ing and permit the facts to guide can we hope to attain the objective 
adjustment on which the permanent prosperity depends. We may 
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blunder along in times of peace because the cost of bad action is not 
severe enough to strangle the life of a nation, but the drain of a war 
is too great to permit of the waste which our feelings in times of 
peace encourage. In war the nations or group of nations will win 
which succeeds in preventing waste. We may outrage our feelings 
without serious loss i? we conserve our resources. The older sub- 
jective economics thus fails to solve our problems. It is the newer 
objective science to which we must resort. 


Tue PHysicAL Cost oF WAR 


The first problem to face in this objective way is the physical 
cost of the war. We sre so used to figure in terms of values that we 
seldom think just what these values stand for. Values are estimates 
based on income and grow or decline as income is altered. If the 
return from property is estimated at 4 per cent instead of 5 per cent 
we immediately assume we are to have a quarter more wealth. Ifa 
property yields $5,000 instead of $4,000 we immediately assert that. 
we are correspondingly more wealthy. Our estimates which make 
us as a nation worth two hundred billion dollars are of this nature. 
No one has made an actual investigation to find what property we 
have. We estimate its amount from the revenue it yields. But 
mere values cannot carry on a war. War destroys physical goods 
and their amount fixes the contribution which each nation may 
make. The cost of the war is the destruction of these goods, losses 
for which fresh labor is needed to replace. We may through infla- 
tion think we are getting rich because values rise and yet we may be 
losing the basis on which our prosperity depends. On the other 
hand we mav lose much that hurts our feelings, and yet be as capable 
as ever of prosecuting the war. We often lament the loss of non- 
essentials more severely than that of the more substantial elements 
of personal welfare. Our estimates must conform to the latter 
standard if we would know what are the real losses which the war 
imposes. It has recently been reported that the crown prince of 
Germany goes about with rags in his tires because of the lack of 
rubber in Germany. I do not know how the crown prince feels 
about this. Certainly our papers make much of the supposed loss 
of dignity which it imposes. But if the story be true the physical 
burden which the crown prince imposes on Germany is a slight one. 
He might estimate his injured feelings by tre million but in physical 
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terms they would not be worth noticing. It is also said that the 
ladies of Germany are now compelled to wear wooden shoes because 
of the lack of leather. Here again we have a severe subjective loss, 
due to the imposed degradation, but measured in objective terms 
the wooden shoes place but a slight burden on the national resources. 
A millor iron crosses have been distributed to German soldiers. 
The joy cf this may be great but the physical cost is slight. In con- 
trast it is said that in Paris the demand for jewelry never was greater 
than at present. If the Germans take their reward in iron crosses 
while the French demand gold and precious stones the one has a 
slight physical burden of tke war while that of the other is heavy. 
The physical cost of supporting the German people is probably not 
over 60 per cent of what it was before the war. This leaves about 
40 per cent to be devoted to military purposes. A long war of the 
present magnitude could be indulged in on this basis if the civil pop- 
ulation will put up with their present sacrifices. War is a shifting 
of expenditure not its increase. In contrast to this the physical 
cost of supporting the allied nations has probably increased. Their 
war burden is thus an extra burden that cuts in on physical re- 
sources. The increase of the physical cost of supporting America’s 
population is perhaps 20 per cent greater than before the war. We 
think ourselves worth forty billion dollars more than five years 
ago and rejoice that we are free from debt instead of owing billions to 
foreign investors. But this estimate of values is subjective. In 
proportion to population our physical output is not much greater 
than it was ten years ago. 


Wubre War BURDENS SHoULD Rust 


It is the misfortune of discussions of taxation that investiga- 
tions start with the wrong problem in mind. That men feel badly 
when texes take from them their income may be taken for granted 
but to measure these feelings is an impossibility. Discussions of 
justice and morality likewise involve subjective elements which no 
one car measuré. They are matters of feeling and it is inevitable 
that each one should view his burden in the light of his education 
and class interest. Ina complex society like ours this leads to a use- 
less wrangle about the shifting of taxation making taxation a dis- 
tributive problem with all the uncertainty in which every problem 
of distribution is involved. Good taxes thus become those which 
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somebody else pays. We should not tax the laborer because that 
reduces his standard of living. We should not tax capital because 
that would limit production; we should not tax profits because that 
would reduce the motives for activity. And so it goes, with the 
result that our revenues are inadequate to meet expenditures. It 
only puts off the evil day to issue bands, for in the end new taxes 
must be imposed to meet the increasing deficit. It is therefore a 
new attituae which is needed and not a further elucidation of our 
feelings and antipathies. 

Taxes are burdens on some one’s income. What principle 
should we employ to impose them? If objective instead of subjec- 
tive tests are to be used there can be but one answer: fazation 
should fall on advantage. It is what one person has which others 
have not tkat should bear the burden when taxes are imposed. 
Every invention, every change in production, every increase of 
human enerzy, every economy in consumption creates a surplus 
which abides. This may be reserved for public benefit or be per- 
mitted to pass into private hands to be used in personal consump- 
tion. An increase of taxation means a larger use of this fund for 
public purposes. In times of peace but a small part of this surplus 
is taken for national uses. In this country not more than 10 per 
cent has been demanded; but under new conditions especially in 
large cities a greater proportion is needed by the publie. The war 
has thus forced the nation to face a problem which time would in 
time have forced on public attention. Instead of 10 per cent, the 
nation now needs 30 per cent if revenues are to meet current ex- 
penses. Some objective measure of advantage must be found by 
which the burden may be so distributed that production may be 
interfered wita to the slightest degree. Our feelings and class prej- 
udices must be set aside and the facts facea. 


Tug MEASURE OF ADVANTAGE 


The Ricardian theory of rent was the first to state the difference 
between earned and unearned income and thus to show that land 
rent was a surplus to which the recipient was not entitled for any 
legitimate service. This fund has rightly b2en held as a fit object 
of taxation for on it taxes may be placed which will not be burden- 
some toindustzy. So far good, but a curious intrusion of a psychic 
fallacy gave it a one-sided interpretation which permitted a sound 
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doctrine z0 be used for class advantage. It was assumed that the 
subjective cost of labor equalled the pay it received and thus all the 
surplus cf society went to the landlord as rent. The wage fund 
theory was responsible jor this view but its repudiation by later 
economists has not yet led to the broader view which newer doctrines 
permit. I shall make no attempt to measure the feelings of the 
worker of today. For aught I know he may feel worse working 
eight hours than his forebears did working twelve hours. He may 
also get less pleasure out of meat and bread than did his ancestor 
from the meager diet which earlier times permitted. But objec- 
tively considered he does share in the surplus modern industry has 
created and this fact, not his class feelings, should be considered 
where taxes are laid. But the error here is a slight one in compari- 
son with the type of reasoning other classes use to justify their in- 
come. 

It is assumed by the capitalist that he has a subjective pain in 
saving which corresponds to the rate of interest he receives. He 
asserts that the return on typical investments yield no surplus above. 
the pain of abstinence and that therefore his income should be 
exempt from taxation. But if we use objective measures we see 
that the possession of capital exempts him from much misery which 
other classes are forced to endure. When we see the acts and the 
pleasure of capitalists it is hard to reconcile their plenty with the 
existence of a pain not revealed in their looks. Objectively the 
possession of capital brings pleasure and a freedom from evil. These 
facts and not their hidden ills should be considered by the govern- 
ment when it is deciding on public policies involving sacrifice. The 
shortcomings of the subjective standards are equally. evident in the 
field oi income. The larger income does not imply increased exer- ~ 
tion or greater sacrifice, but a better education, better health, more 
energy and more fortunate conditions. Objective evidences of 
suffering are absent and instead there are many evidences of exemp- 
tion from life’s ills. Income is thus the measure of advantage and 
not of effort, of situation and education and not of heredity. If this 
income is due to education a pleasant school life replaces the early 
` toil of those deprived of schooling. If the difference is in heredity 
the gains are due to what happened ages ago and not to the recip- 
ients of present income. How can a white man claim that his 
superior income is due to his personal exertion as compared to an 
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individual of the colored race? His advantage is as much unearned 
as is that of the land!ord who lives off the proceeds of a favorably 
situated lot. 

In the same family or in the sarne racial group the superiority 
of income due to the presence of superior traits 1s not the result of 
what the recipient has done but of his good fortune. Inheritance 
is not an even result going alike to all members of a family or group. 
The Mendel laws of unit inheritance shows that traits may be reces- 
sive in particular individuals and dominant in others. Two brothers 
may thus have radically different treits although their ancestry is 
the same. The superiority of the few over the many is a valid in- 
ference of the Mendel laws. Only a few have an abundance of 
those traits which make for financial success. In a rough way it 
may be said that of four children with like inheritance one will be 
superior, two mediocre and one a failure. This is about the propor- 
tion of strong and weak which we find in actual experience, thus 
giving a practical verification to the law in question. 

To make my point I need not show in just what proportion the 
income of the nation will be distributed among these groups. The 
essential point is that the traits of the superior individual are not due 
to his exertion but to his advantage. This may be in education, in 
position, in race or due to the operation of Mendelian laws but after 
all it is adventage and advantage should be taxed. This does not 
mean that A who has an advantage has no better claim to it than B 
who is without this advantage. It is not the distributive problem 
that J am trying to settle. The real problem is what claim has 
the state to the income due to the advantages which the favored 
persons or classes have? There can be but one reply. "The state 
represents tke past and the future; the present recipient of income 
only the present. His superior income is due to the past of which 
the state and not he should be the heir. The permanent needs of 
the whole coramunity are thus placed above that of particular persons 
and the future in which these individuals will not participate gets 
the advantage of the accumulations of the ages which become ob- 
jective in present income. 

In the use of these objective standards only two classes should 
be recognized; those with a deficit of income and those with a sur- 
plus. Ideally the line dividing the two classes is that income which 
permits the continuation of family life under normal conditions 
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coupled with a complete nutrition of all its members. [It is not 
enough to preserve individuals; we must preserve the family. This 
means a childhood free from toil and an old age without care. 
Couple these facts with the cost of complete nutrition for the family 
at all times and we have the sum that divides a life of deficit from one 
of surplus. This line is not hard to determine for we have the facts 
that show the cost of family nurture. Eight hundred dollars repre-: 
sents a minimum as prices were before the war. It is certainly not 
less than $1,000 at the present time. Those below this limit lack in 
a physical ability to contribute to the war. Those above the limit 
have a surplus they could sparé. As against the claims of the state 
no class sharing in this surplus has a special claim to consideration 
above other classes. All farnilies below the accepted income should 
be regarded as the nation’s wards and treated accordingly. Were 
we to give them more instead of depriving them of what they have, 
the national surplus would be increased and the net power to carry 
on a war would be enlarged. By this I do not mean that these 
struggling families cannot be made to contribute to the support of 
the war. But their contribution must come through increesed 
efficiency and not through imposed burdens. Just those things 
which we should have done in times of peace but neglected to do 
should be done on a large scale in war time. We should reduce 
sickness, cut down the hours of labor, have better sanitation and 
teach new ways of living which will promote economy and efficiency. 
All these measures and many more like them can be suggested which 
will increase the national surplus and thus enable the prosperous to 
bear more readily the burden of the war. But the taxation of the 
nation’s wards is always cetrimental and gives no compensations 
which enable others to carry on the war. 

t Nor do I mean that we should not encourage thrift and help 
people below the normal ir come to shift their consumption in ways 
that permit saving. This we would do in times of peace and should 
do more persistently in war time. But the means of doing this are 
misunderstood because of a lack of appreciation of the motives of 
the poorer classes. There is among them but little appreciation 
of distant welfare. The pressure of immediate wants is too great 
to inculcate a vision of tae future happiness but there are strong 
motives to provide for such objects as they visualize. A poor 
family will pay high rates to insure a proper funeral for a dead 
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child although no motive exists to educate the living child. Much 
saving takes place to bridge over epochs of unemployment and 
some to provide against sickness. A little higher up in the scale 
of living the desire to own houses is an effective motive causing 
building and Joan associations to thrive. In country districts 
the ownersLip of farms makes an azpeal which is effective so 
long as land is of low enough a price z0 permit a purchase. But 
all these motives fail when future wes: stands alone. In a 4 per 
cent railroac loan a farmer will not invest and the lack of motive 
is still greacer among the industrial vcrkers whose saving motives 
are more d ffieult to arouse. But this does not mean that these 
people may not be appealed to by s war loan. The rate of interest, 
however, mist be much higher than that now offered. The lesson 
of the war will show that the “big stiox" disguised in forms of pa- 
triotism wil not increase saving above its present amount. High 
rates of interest would do this with the effect not only of helping to 
carry the war to a successful close but of transforming a large part 
of the nation’s wards into normal citizens. But this change should 
be voluntary appealing to motives wh:ch the nation's wards un- 
derstand. It is their psychology and not that of the upper classes 
that we should study. If this is done the primary burden of the 
war must fal on those with a surplus income who now have their 
wants supplisd above the minimum of well-being. 

It is this objective surplus and not profit commercially con- 
sidered that must be found and measured. The subjective elements 
in older estimates made the costs of pracuction seem larger than 
they are. .If I pay thirty dollars for a suit of clothes I pay for 
certain material which must be replaced and for certain quantities 
of food and shelter which workers require. But much of my 
thirty dollare goes to compensate the Zeelings which producers 
have. This sum need not be paid or its payment may be delayed. 
The owner cf horses estimates their cos; by the food he gives 
them and sy the cost of the care involved in their keep. He 
does not regazd the feelings of the horse nor put their equivalent in 
his estimates o2 cost. If from day to day thev chow no deterioration 
in objective appearance he regards the sum given for their support 
as his expense. The same is true of a population. The physical 
cost of a people is the amount needed for bodily welfare. The dif- 
ference betvveea this cost and the output 2f industry is the surplus. 
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Whoever shares in this has something which he might give up with- 
out reducing industry and this amount fixes the limit of taxation. 
When we realize this we can see why Germany stands the burden of 
the war so well. The people grumble and occasionally revolt, but 
there is no reason why this burden should not be borne for years if 
the will cf the German people is equal to the sacrifice demanded. 
What they have done we can do on a larger scale because our surplus 
measured objectively is much larger than theirs. When it is asked 
can the proposed war expenditures be borne by the American people 
there is but one answer to be made. They can be borne and even 
more than the proposed ten billions can be set aside without cutting 
in on the sum needed to repay physical costs. But if it is done 
there must be no waste nor any compensation for outraged feelings. 
If we do what‘we can and avoid what we should we can bring the war 
to a successful close. 

Many contend thet in some way & part of the burden of the war 
may be shifted to future generations. To them the advantage, why 
not to them the cost? The difficulty in this solution is that the cost 
of war is in present goods. It is what we have which musr be 
given for war ends and not what our descendants may acquire. War 
is & consumer whose needs cannot be postponed. ‘The soldiers are 
preferred consumers, who must be cared for better than before. It 
is only the residual left after the war needs are supplied which the 
public can have. War thus forces a transfer of the social surplus 
from those who now enjoy it to those engaged in military operations. 
Each year of the war must therefore square its own accounts unless 
at the beginning of the war there is a stock on hand which may be 
used for the initial expenditure. Before America entered the war 
the accumulated stock of the world had been used up. Our problem 
is thus a simple one. We must save from ordinary consumption 
enough to supply the needs of our army. This reduced consump- 
tion may be forced, or voluntary, and the two methods of financing 
the war hinge on the difference. Forced saving operates through 
an increase of prices. "The consumer has to pay more for goods with 
the same or a reduced income. He must therefore contract his con- 
sumption. The high prices make profits and the government bor- 
rows tae net gains of tha profiteer to carry on the war. Forced 
saving by this process turns over a part of the people’s daily con- 
sumption to the recipients of high prices. What the people save is 
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thus given to a privileged class and they loan it to the govern- . 
ment. 

This :s the essence of carrying on the war by means of loans. 
The people pay for the war by their reduced consumption, the bene- 
fit of which goes to the profiteer. Ir the end the people pay for the 
war a secoud time when they redeem she lcan through future taxa- 
tion. The people thus make additional burdens for themselves at 
some future time. War loans are war. profits. They are the gains 
which favored individuals make from the war and do not in the 
slightest way reduce the burden borne by the people. This is not a 
new doctrine but one often explained by economists. But sound 
economic 13 lost sight of in the stress of a financial situation and 
old fallacies blossom forth with the freshness and vigor of new crea- 
tions. li the high prices were occasioned by an increase of paper 
money, the &dvocates of it would have to blush for their logic, 
but when tke same inflation is produced by a bond issue a quibble 
is possible which permits a flood of new argumentation over a 
point long ago settled. In any real sense inflation is an elevation 
of goods &Ecve their physical valuation. One can readily see that 
an increase of paper money deceives p»ople as to their real posses- 
sions and entices them-to expend above tneir means, and thus causes 
an overconsumption which brings ona azsis. Bond issues have the 
same result in another way. Ata time when wealth is decreasing it 
seems to be :ncreasing and thus induces people to expend lavishly 
when their consumption should be curtailed. We are said to have 
had two huncred billions of wealth at the beginning of the war. The 
government spends twenty billions leav:ng one hundred and eighty 
bilions. The public instead of seeing this and acting accordingly 
add the twenzy billions of bonds to their wealth as though it were an 
adclition instead of a loss and call themse!ves worth two hundred and 
twenty biliars. This is a deception like that of paper money infla- 
tion and equals it in its bad effects. Did this doctrine deceive only 
the common »eople it might be put up with, but editors, bankers 
and government officials are equally carried along with the current 
of popular thought. Our national income before the war was esti- 
mated at thirty billions. A member of the Federal Reserve Board 
recently said it was now fifty billions. Just bow the destruction of 
the war could increase the income of the nation by a half he did not 
explain. Iti plain he was adding in our losses as though they were 
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a gain and thus deceiving himself as to what our real income is. 
This attitude is so general that it cannot but encourage the opinion , 
that the war can be carried on with a profit and henée permit of an 
increase of consumption at the very time when a sharp contraction 
18 the only means of saving the nation’s credit. Our great task is to 
make peovle realize the need of economy and this can be done only 
by saner estimates of the effect of the war on property and income. 
The entire amount by which value exceeds property is an inflation 
which can be cured only by the reduction of property values to their 
normal level. Government bonds are not the only form of inflation 
nor did the rise of prices begin with the war. It was going on in the 
, dozen years of advancing prices before the war. The two hundred 
billions o? wealth we were supposed to have at the beginning of the 
war reallv contained fifty billions of inflated values. It would have 
been & different task to have found one hundred and fifty billions of 
actual property at that time. If now we use twenty billions in war 
expenditure and add this amount to our reputed wealth every dollar 
of our actual wealth will be estimated at double its amount and be 
the basis of a double expenditure. 

Our annual expenditure may be fifty billions but if so there is a 
big gap between receipts and expenditures which will soon bring the 
nation into financial straits. Bond issues are not a way out but a 
species cf deception for which the public must pay a heavy price. 
They suffer and pay for the war; they will suffer and pay again 
when the bonds are redeemed. And there will come the greatest 
suffering of all in the financial crisis which brings inflated values 
back +6 & normal basis. Three payments and perhaps five are what 
this financial method imposes. Our liberties are worth the price, 
but before payment is it not worth while to ask how can a war be 
carried on with but one payment and with no inflation of values? 

A good system of taxation involves more than a decision as to 
taxes and the machinery for their collection. The theory of values 
and equivalents is involved and with them must be correlated all 
the other mechanisms by which prices ‘are influenced. Important 
among these are the restraints on consumption. We may let prices 
go up, and then tax people for the additional amounts needed or we 
may restrain consumption so that the amount saved flows into the 
government’s coffer without an increase of price.. If a third of the 
annual expenditure for goods must be turned over to the state, re- 
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strictions will effect this more reacily than taxation and must be the 
major means by which the transier 1s wrought. A prohibition of 
liquor trace would reduce tbe demard for goods and thus prevent 
the rise of »rices to the level they otherwise would reach. Another 
inroad mizht be made by checks to conspicuous consumption. A 
third of what the nation consumes ^as little bearing on physical 
welfare anc on this part effective rest-aints should be placed. 

A policy of education is needed as well as of restriction. Evo- 
lution exerts a steady pressure in changing consumption from more 
to less costly means of gratifying human wants. If the restriction 
operates tc favor evolution the chenge is permanent. The broken 
habit of custom will not be restored wien the restraint is removed. 
But if the change is a mere blocking cf urgent desires then the re- 
moval of the restraint means a sinking back into an earlier state 
with a vast amount of increased dissipation. This relapse is too 
often seen after the restraints of war are removed. An epoch of 
dissipation Las a train of evils worse than war itself. These facts 
make restraints and education of such importance that no scientific 
scheme of texation can be made workable without their aid. On 
the one hanid they cut down the eagerness to spend and on the other 
they force adjustments which abide. It is to them and not to bond 
issues to which the nation should turn end when they are in opera- 
tion the real burden of the war can 5e met by taxation. Taxation 
is not a sham pretending to give wher it really taxes. Itis a present 
burden which cannot be shifted to future generations. 

Distributive problems are out o? place in a scheme of taxation 
because they confuse the publie as to the point at issue. Property 
owners like ta talk of shifting the burden on someone else and popu- 
Jar agitators are likewise fond of showing how this is done. If either 
are right my rosition is unsound. If both are wrong then a view of 
taxation is possible which will show where the burden really lies. 
The whites of she south may get satisfaction out cf the burdens they 
place on the negroes and among the latter suffering may result. But 
if we disregard these subjective feelings the net result is that the 
whites put & heavy financial burden on themselves by this repression. 
An increased 2fficiency of negroes would mean an increased income 
for themselves. There is no way thev can shift this financial loss on 
other shoulders. So too employers may get satistaction by dis- 
charging workers at will but they cannot avoid the large labor 
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turnover that results. Every downward pressure on workers de- 
creases their efficiency and reduces the net surplus of industry. It 
is impossible, therefore, to put a burden on workers that will not 
take from employers more than the laborers lose. 

If the prosperous must bear the ultimate burden and any at- 
tempt to shift is only at their cost it is not difficult to decide where 
new taxes should be imposec. They should fall on the net surplus 
of society, and should be proportioned to the surplus of each class 
or individual. The income tax seems best fitted to meet these re- 
quiremens;s but in reality it has a defect which makes its operation 
one-sided. Income is a measure of immediate advantage but not 
of ultimate advantage. Suppose the income of a given industry is 
increased by $50,000. This is income and rightly to be taxed. But 
the presence of this income will increase the value of property by a 
million dollars if interest is 5 per cent. This million dollars the in- 
come tax does not reach but is as fit an object of taxation as is the 
original income. The ultimate advantage of an increased national 
return thus shows itself not an income but in increased capitaliza- 
tion. It is this untaxed capitalization which new taxes should 
reach. 

If the properous object to this solution can they shift the burden 
on any one else? If twenty billion dollars in bonds are issued instead 
of the reeded liquidation of values they start an inflation which 
produces a still greater deficit. Every financial scheme to shift the 
burden breaks on this rook. It produces suffering among other 
classes but gives no relie; to the net burden of the prosperous. 
Every deceptive device comes back to claim compound interest. 
They can pay for the war cnce if they pay the bills as they come due. 
They can pay for it às many times as they please by trying to make 
future generations pay. An individual may escape his burden by 
schemes that put the burden on others. He may take his chance 
in & pgnie and gain where others lose. But these devices do not 
take the burden from the prosperous. ‘The individual who avoids 
his just. burden punishes his friends and not the laborers or the com- 
munity. They will suffer but their suffering brings no relief to the 
prosperous. All improvements increase net income; all burdens 
fall on it. Were this simple proposition once understood we might 
face greater burdens than this war will impose and still remain 
financially sound. The burden of today will come back to the pres- 
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ent holders of income in the surplus of tomorrow. If inflation is an 
evil then rt must be met by cutting down the national valuation of 
assets unt:l they correspond to our physical possessions. We must 
not deceive ourselves into thinking we have two hundred and fifty 
billions of wealth when we have only one hundred and fifty billions, 
nor can we think thas war is a process of increasing wealth when it 
merely inflates values A liquidation tax is the only means of meet- 
ing this situation. If a man is worth two oundred and fifty thou- 
sand dollars and had one hundred thousand in debts he would not 
be made poorer by paying his debts and having one hundred and 
fifty thousand of clear wealth. The situation of the nation is this 
on a large scale. We spend money but instead of recognizing it we 
cover it up by calling our liabilities assets. To tax the nation ten 
billions does not differ in its ultimate effects on wealth from a 
bond issue to a like amount. In either cese we are ten billions 
poorer. .In one case we see it and adiust our expenses accordingly, 
in the other we rush on into new éxtravagances. A risk is run for 
which there is no compensation. 

It is taerefore the present inflated values which should be 
reached by any sound system of finance. A liquidation should be 
forced which will bring inflated values down to a level with physical 
valuation. People are not made poorer by this process. "They are 
put in a position safely to take advantage of new industrial oppor- 
tunities. We should therefore take a stock cf national wealth and 
make an assessment against it.’ He who gets the surplus when the 
nation prospers should pay back when the nation is forced to 
enlarge its expenses. ‘The income tax is one means of reaching this 
surplus but a far larger bart of it goes to increased values and hence 
stands on the books of each individual £s property. The increase of 
values is thus a legitimete source of taxation and io is this increase 
which should meet the special burdens of a war. We cannot get at 
the annual ircrease of values as readily as of incomes because in- 
comes are regularly reproduced while it is often yeers before an in- 
crease of proverty values shows itself. A ten-year period would 
meet the situation fairly well and if e decennial revaluation of na- 
tional wealth were made the increase thus revealed should be used 
to meet emergencies. Ifsuch a scheme were adopted the first assess- 
ment should te on all property for we kave no ready means of distin- 
guishing its perts. But the scheme once in operation would permit 
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subsequent taxation to be based on the increase of values. In prac- 
tice it would work out something like this. I assume that it would 
be combined with an inheritance tax and that the rate of taxation 1s 
5 per cent. 








1918 Amount of Property Tax & per ceni 
Howard Smith $240,000 $12,000 
1928 300,000 
—240,000 
$60,000 3,000 
| 1988 
Estate of Howard Smith $320,000 16,000 
Howard Smith Jr. (inheritance) 120,000 6,000 
1838 
Howard Smith Jr. 160,000 
— 120,000 
$40,000 2,000 





It is plain that the net wealth of this family is not reduced by 
the liquidation. They are merely put in a sound financial position 
and thus avoid the penalities which wild financing imposes. Nor 
does it prevent the regular increase of values which is the legitimate 
result oi national property. They are only prevented from over- 
estimating the real increase and thus checked in the tendency to 
over-indulgence. A good financial scheme combines restriction on 
consumption, and a process for the liquidation of debts. Scarcely 
any use is made of restriction; the rate of interest offered is too low 
to encourage saving and the process of liquidation has not even been 
discussed. It is necessary to use treasury notes freely for the pro- 
ceeds of taxation come in too slowly to meet current expenses. But 
short-time notes should not be issued until expedients are adopted 
to redeem them. We may properly ask the banks to carry tem- 
porary burdens but government bonds make for them bad perma- 
nent ir vestments. 

If these legitimate sources of revenue are avoided the only re- 
mainirg expedient is a bond issue. The burden of the public is thus 
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an indirect one. They pay for the war through high prices which 
make profits for other people to invest in bonds. War bonds and 
war profits are thus the same fund and Zorce a double payment in the 
end by the people. Such financing is easy for the first year, makes 
difficulties the second year and creates impossible conditions in the 
third. If we are to go ahead according to present plans it is to be 
hoped that German resources are nearing exhaustion. It will save 
us from many threatening evils. 


A CRITICISM OF THE WAR REVENUE ACT OF 1917 


By J. F. ZOLLER, 
Tax Attorney, General Electric Company, Schenectady, N. Y. 


The purpose of any tax legislation should be to get the maxi- 
mum amount of revenue with the minimum disturbance to busi- 
ness. In considering any taxation scheme we must have constantly 
in mind that there are at least two classes of taxpayers which are 
usually taxed, namely, individuals and corporations. A tax upon 
8 corporation, so far as & corporation can be taxed at all, is a tax 
upon the stockholders wha own the undistributed shares in the 
property of the corporation. Therefore, a tax imposed upon a cor- 
porate body if excessive as compared with taxes upon business 
transacted in other forms or upon individuals not engaged in busi- 
ness, necessarily constitutes a discrimination so far as the incidence 
of the tax is concerned against a certain class of individuals. 

Originally, all taxation was based upon the theory that the 
owner of the property taxed received certain benefits from the gov- 
ernment imposing the tax. In other words, it was a tax upon bene- 
fits received in connection with the privilege of living in a civilized 
community. From time to time, however, there has been & grow- 
ing tendency to depart from such forms of taxation based upon 
benefits derived from the government and to substitute thereior a 
tax upon ability to pay. This has been the result of a growing 
tendency to establish a doctrine that those best able to pay should 
contribute more liberally to the public burden. 

It is manifest that an ad valorem tax upon property must neces- 
sarily be based upon the theory of benefits received and without 
regard to ability to pay with the possible exception that persons 
owning property may be pzesumed to have some ability to pay taxes, 
although we all know that certain classes of property may in some 
cases constitute a liabilitv to the owner instead of an asset. Net 
income taxes, on the other hand, are based almost entirely upon 
ability to pay with very little regard to the benefits received, with 
the possible exception that any person deriving a net income and 
living in civilized society must be presumed to have received some 
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benefit from the government in the proteczion of his property from 
which th» income is derived or received. Thus there has gradually 
grown up in the United States and elsewhere a tendency to impose 
net incorae taxes instead of direct texes upon property. 

An :nvestigation of the subject shows that net income taxes 
have beea very generally imposed in zhe following European coun- 
tries: Austria, Belgium, Denmark, Greece, Germany, Holland, 
Luxemburg, Finland, France, Norway, Sweden, Switzerland and 
Italy; algo in the Cape of Good Hope, Hawaii, India, Japan, New 
Zealand end Australia as well as in the United States. Not only 
have net mcome taxes probably become a permanent means of rais- 
ing rever ve in the United States by the federal government, but they 
are gradually being adopted by many of the states. For example, 
the state cf Wisconsin for a number of years has had an income tax 
upon both individuals and corporations. This tax is not in lieu of 
any tax udon personal property, but the individual or corporation 
subject to the income tax is permitted to deduct from the income 
tax the ancount of any tax paid upon personal property. The state 
of New York, on the other hand, has adopted an incéme tax upon 
manufactucing and mercantile corporations, which tax is in lieu of 
any tax upcn corporate franchises or personal property of such cor- 
porations. A number of the other states have imposed income 
taxes as a casis of determining the amount of tax to be paid as a 
privilege cf doing business in such states in corporate form. 

The ineome tax in theory is probably the most equitable method 
of taxation Lecause it is not imposed unless the taxpayer has secured 
a net incoxe during the year and there-ore should have the neces- 
sary funds ith which to pay the tax, tze individual whose net in- 
come is nil rot being required to pay any tax for the benefits he may 
have received from the government. 

While tte theory of this tax is most equitable, its application in 
many cases under certain income tax laws hes brought about the 
grossest inequality. If the taxation system of any jurisdiction is 
inequitable -undamentally, the imposition of an income tax in ad- 
dition to all other taxes will not remove the inequalities existing prior 
to the impos.tion of the income tax. For example, a number of the 
states have been imposing upon corporations taxes called franchise 
taxes and said to be upon the privilege of dc:ng business in a corporate 
capacity and seing in addition to all other taxes upon the property 
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paid by individuals not doing business in corporate form. A fran- 
chise tax upon a corporation in addition to all other taxes upon the 
property is a discrimination against individuals holding corporate 
securities and in favor of individuals whose property does not con- 
sist of corporate securities. There would appear to be no sound 
reason for imposing upon corporations by any jurisdiction a tax 
upon the corporate franchise in addition to taxes upon the property 
of the corporation. If the property is fully taxed the corporation 
has paid & tax upon ite franchise which has been reflected in the value 
of the property. 

The method of doing business in corporate form has become a 
necessity and there would appear to be no reason for penalizing an 
efficient instrument of business. It necessarily follows that, if it be 
economically unsound to tax corporations upon their franchises in 
addition to a tax upon their property, the imposition of the fran- 
chise tax measured by net income does not in any way correct the 
wrong principle and such income taxes are not income taxes as those 
terms are generally understood, but, on the other hand, constitute 
a “tax upon corporate franchises which under all conditions is eco- 
nomically unsound even though measured by net income. There- — 
fore, those states which have imposed a franchise tax measured by 
net income have in no way progressed, so far as taxation is con- 
cerned, but have simply ascertained a convenient means of measur- 
ing an inequitable and unjust tax. 

If it be wrong for the states to impose a tax upon the privilege 
of being a corporation or Aor transacting business in a corporate 
capacity it is equally wrong for the federal government to impose 
such taxes. It thereforé seems to follow that the capital stock tax 
imposed by the federal government upon corporations, which is a 
franchise tax and is not imposed upon partnershipsand individuals in 
competition with corporations, is inequitable and unjust and should 
not have been enacted. It is no answer to the argument to say 
that the federal government needed the revenue, because the amount 
of revenue which can be raised by any jurisdiction depends upon 
the wealth of the community imposing the tax and within certain 
reasonable limits the rate under a just tax law can be made suff- 
ciently high to secure all possible revenue. 

It has been the history of taxation throughout the states that 
the states are unable to impose, administer and collect an ad valorem 
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tax upon versonal property that absczbed too great an amount of 
the income from such source. "Therefore, the progressive states are 
fast departing from the impositicn of any ad valorem tax upon per- 
sonal property and are substituting therefcr either a classified per- 
sonal proparty tax at a reasonable rate fixed by the legislature or an 
income tax measured by the amoun; of net income. Those states 
which havs made the income tax a tax in lieu of some other tax 
which could not be collected with nil justice to the taxpayers at 
large have undoubtedly taken an impo-tant step in the right direc- 
tion, while those states that have simply imposed the income tax in 
addition to all other taxes have in no way removed any of the in- 
equalities which existed prior to the enactment of the income tax, and 
the only virtue in the income tax in such cases is the amount of ad- 
ditional revenue which has been raised as a result of the tax, and 
additional revenue is not always a virtue. 

There would be no difficulty in tke imposition of the income 
tax if all individuals did business in the same way so that the amount 
of the tax would be the same in all similar cases and the tax equally 
distributed over all individuals enjoying a net income. Business is 
transacted in this country by indrviduals as such and by corpora- 
tions. Corporations are nothing more or less than an aggregation 
of individuals. Therefore discrimination against corporations is a 
discrimination against the individua.s interested in the business 
transacted in such form. It may be pcesible to impose a tax either 
upon the corporation or upon the stockholders, but it is not possible 
to impose the same tax upon both the corporation and the stock- 
holders without imposing two taxes upon the same individuals. If 
other individuals, that is, those who ere not transacting business in 
corporate form, are taxed only once it of course is an unwarranted 
and unjust discrimination to tax the ind:viduals who are transacting 
business in corporate form twice. (Great difficulty has been ex- 
perienced in imposing an income tax upon corporations without 
doing the injustice referred to. 

It is probable that if all the earnings of a corporation were dis- 
tributed as fast as they were earned to the individuals comprising 
the corporation then an income tax upon all individuals having a net 
income would bring abcut an equitable distribution of the tax bur- 
den and without any serious disturbance to the business conducted 
by the corporation. It is because such bodies do not always see fit 
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to distribute the earnings made that there has grown up a necessity | 
of attempting to tax the stockholder by placing the tax upon the 
corporation. and then permitting the stockholders to deduct from . 
their individual incomes she income already taxed to the corpora- 
tion. This method is correct in theory but has not been duly car- 
ried out in all cases. The theory has been partially worked out in 
the taxation of corporations >y the federal government where it has 
been found necessary to impose a part of the income tax upon the 
corporation upon the theory that the earnings might not be distrib- 
uted to the stockholders and the payment of the tax upon such earn- 
ings prolonged for an indefinite period unless the corporation were 
taxed for the year the earnings were made. 

In order to avoid double taxation it is provided under the ies 
income tex law that for the purpose of the normal tax, individuals 
shall be permitted to deduct from their total net income the amount 
received as earnings or dividends from corporations which have teen 
subjected to the tax upcn their earnings. This is a correct theory, 
but Congress refused to carry it out in all cases for it did not permit 
under the Act of October 3, 1911, nor under the Act of September 8, 
1916, corporations to deduct from their net earnings dividende re- 
ceived from other corporations which had already paid the tax, al- 
though such deduction was permitted under the original Act of 
August 5, 1909, and is alsc permitted so far as the additional war 
income tax is concerned under the Act of October 3, 1917. The 
Act of October 3, 1917, imposes two income taxes upon the net in- 
come of corporations, that is, i$ extends and perpetuates the Income 
Tax Act of September 8, 1216, which imposes a normal income tax 
of 2 per cent and then imposes an additional normal income tax of 4 
per cent upon corporations. 

Under the Act of September 8, 1916, as amended by the Act of 
October 3, 1917, corporaticns are not permitted to deduct dividends 
received from other corporations that have been subject to the same 
tax, while they are per hitted to deduct the income from such cor- 
porations under the 4 per cent provision of the Act of October 3,, 
1917. The obvious purpose of permitting corporations to deduct 
the dividends received “rom other corporations under the 4 per cent 
provision of the Act of October 3, 1917, is to prevent double taxation 
of the same earnings, and is an acknowledgment upon the part of 
Congress that such earnings should not be doubly taxed. If thir” 
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be true af such earnings under the 4 per cent provision of the Act of 
October 3, 2917, it is equally true in regard to the 2 per cent provision 
under the Act of September 8, 1916, as amended by the Act of Octo- 
ber 3, 19^ 7, and there should not exist tais inconsistency in the Act of 
Congress end this discrimination ageinst corporations as compared 
with the taxation of partnerships and individuals in competition 
with corporations. Individuals, whether they are doing business 
as partners or as individuals, are permitted to deduct all dividends 
received -rom corporations made subject to the tax, and the same 
privilege should have been accorded to corporations. 

Right here it might be well to note another discrimination in 
the imposition of the income tax under the Act of October 3, 1917. 
By that act there is imposed upon corporations an additional tax 
of 4 per cent upon net income, whereas the additional rate upon indi- 
viduals is orly 2 per cent. Therefore those individuals whose prop- 
erty consis7s of corporate securities are discriminated against when 
compared with other individuals. 

In th» imposition of income taxes generally it has been believed 
to be equitable to increase the rate cf tax by & progressive scale 
whenever tke amount of net income exezeded a certain amount. 
This is evidently upon the theory that ability to pay increases to 
such an extant with the increase in the ret income that a flat rate of 
tax upon ell income does not reach a proper proportion of ability to 
pay in all cases. The tax at the progressive rate as distinguished 
from the tax at the flat rate is known as tke additional or surtax. 

The taeory of the surtax has always been that it should not be 
imposed o> applied except in cases where the total income exceeded 
a certain amount. Upon this theory it is at once seen that an 
additional or surtax cannot be imposed upon a corporation be- 
cause a taz upon the corporation as we have seen is a tax upon the 
stockholders and if the additional or surtax is imposed upon the 
stockholders by a tax upon the corporgtion it must necessarily be 
imposed regardless of the total amount of net income received by 
any particular stockholder contrary to the fundamental theory of 
the additional or surtax. Therefore, in order to carry out this cor- 
rect principle. when the income tax was originally imposed by Con- 
gress, no additional or surtax was imposed upon corporations but 
such taxes vare imposed upon all individuals regardless of the source 
of the inccme, provided the total net income exceeded a certain 
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amount. There is probably no way by which a surtax or additional 
tax can b2 imposed upon the corporation without doing violence to 
the principle that the surtax shall not be imposed except in cases 
where the total net income of the individual exceeds a certain 
amount thereby placing him in the class with ability to pay the 
surtax. 

The excess profits tax if it had been imposed upon corporations 
alone would have amounted to an additional or surtax upon the 
corporation and would have done violence to this principle. This 
fact was avidently recognized by Congress as well as by the British 
Parliament in the imposition of the excess profits tax, for in each 
case the tax was imposed rot only upon the corporation but upon 
partnerships and individuals as well in the hope of making an equi- 
table distribution of the burden among all individuals as a tax upon 
business regardless of the character of the owner of the business. 

It is extremely diffieul; to get an equitable distribution o an 
excess profits tax owing to the different methods of transacting busi- 
ness. It is probable that this system of taxation would not consti- 
tute a part of any well regulated tax system in times of peace. It is 
because in times of war cer;ain businesses are extremely prosperous 
that it is thought equitable to take by taxation a part of the profits 
resulting from the war and use them for the purpose of conducting 
the war. This was the thecry of the European excess profits tax acts 
and was the theory of our war revenue bill in the form reported to 
the Senate by the Senate Finance Committee. As the bill was 
finally passed, however, it became not a tax upon war excess profits 
unless the pre-war profits happened to equal from 7 to 9 per cent of 
the invested capital for the taxable year, but a tax upon profits ex- 
ceeding 2 certain arbitrary percentage of capital. 

As to all corporations whose pre-war profits did not fall within 
the special class, the tax under our War Revenue Act is not a war 
profits tax but an excess profits tax without regard to pre-war earn- 
ings. Therefore our tax upon excess profits at a sliding scale rate of 
20 per cent to 60 per cent ıs not at all comparable with the war ex- 
cess profits tax of Great Britain at the flat rate of 80 per cent. It 
might very well happen in a number of cases that our tax at a pro- 
gressive rate of 20 per cent to 60 per cent would be much more bur- 
densome to business in this country than the English tax upor war 
profits only, at the flat rate of 80 per cent, because in England only 


Tas War Revance Act or 1917 18e 


abnormal profits resulting from the war are taxed while under our 
war revenue bill it is quite possible that the tax in many cases is - 
based upon normal profits which bezr no relation to the war. In 
England it was ascertained thas tke three years immediately pre- 
ceding the European War were prosperous years for English con- 
cerns. These concerns were guaranteed a continuation of this pros- 
perity free from the war excess profis tax by being permitted to 
select the two most prosperous yzars of these three prosperous years 
as a pre-war basis and all profits over and above the average profits 
of these two most prosperous years were taxed at a high rate but 
with full knowledge to the investing 2ublic that the normal profits 
of prosperous years wou'd be guarantzed free from such tax. 

It is of course less disturbing to business if the government can 
secure its revenue by a tax upon abnormal profits guaranteeing to 
the investing public a normal prcit free from tax, than it is to place 
such tax upon normal profits and in the absence of such guarantee. 
As stated at the outset the objecs of eny taxation scheme should be 
to produce the maximum of revenue with the minimum of disturb- 
ance to the business taxed. 

Qur revenue act on the other hand does not guarantee any free- 
dom from taxation of all pre-war earnings, because as we have seen 
in & nuroker of cases, our excess profits tax may fall upon normal 
profits or profits which have not inereased or which perhaps have 
decreased since the war began. Our revenue actis not based upon 
war profits but may more properly be said to be based upon ability to 
pay upon she part of the business taxed, Congress having assumed 
arbitrarily shat any earnings over ard above a certain arbitrary 
percentage of the invested capita_ represent ability to pay taxes, to 
the extent of the exigencies of the government. It is probable that 
if each business could be treated zeparstely, it could be ascertained 
in the case of each particular business what would constitute a rea- 
sonable exemption for the particular business. It is probably 
equally true that if each business, regardless of its nature or hazards, 
is permitted the same rate of deduction based upon the capital in- 
vested the scheme will necessarily bring about inequalities, taxing 
some businesses upon earnings abnorral and some upon earnings 
that are only normal or possibly less taan normal. 

It would seem that if it be found advisable to impose an excess 
profits tax instead of a war excess prcfits tax, that is, a tax based 
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upon earnings in excess of a certain arbitrary amount instead of a 
tax upon earnings resulting from the,war and in excess of normal 
earnings of the business in each case, then some reasonable attempt 
should be made to classify business in regard to the hazards of the 
business 80 as to determine what the deduction should be in regard 
to each class of business taxed. - An arbitrary deduction of 9 per 
cent on the capital invested, for example, is probably insufficient to 
guarantee to certain classes of business a fair return upon the capital 
invested free from the tax while it is probably more than sufficient 
for such guarantee in the case of other classes of business. 

In the imposition of the capital stock tax the United States 
Treasury Department has officially determined that a certain class 
of corporations geographically located in & certain way must earn a 
certain amount on the capital invested in order to make the stock 
worth par, while other classes of corporations, or the same class dif- 
ferently located geographically, must earn an altogether different 
amount to make the stoex worth par. This fact established by the 
United States Treasury Department is a confirmation of my con- 
tention that you cannot get up an arbitrary allowance of percentage 
upon capital invested and apply it generally to all business without 
favoring certain classes of business as compared with other classes. 
. In closing I want again to say that the object of any tax legis- 

lation should be the maximum amount of revenue with the minimum 

of disturbance to the business taxed. A tax upon an individual, as 
such, apart from his business, who ultimately receives all business 
profits, can probably be vorne with patriotism without disturbance 
to business enterprise, but a tax upon business whose credit depends 
not upon patriotism or anything emotional but upon sound busi- 
ness finance, if sufficient to interfere with such credit, may upset the 
whole financial and commercial structure of the country, and the 
: result of such business disturbance is much worse in times of war 
than in times of peace and probably produces more suffering among 
the people as a class than any tax ever laid upon an individual as a 
personal tax. 


WAR AND FINANCE IN RUSSIA 


Ey His ExcELLENCY, THE Russian AMBASSADOR, 
Hon. Bonis BAXHMETEFT. 


Finance is uncuestionably the most essential element in the 
material end of any warfare, and this occasion gives me the best 
opporturity to emphasize agair the splendid help which this great 
country is giving at present to tke Allies by financing their pur- 
chases. Experience has shown that the expenditures of war have 
increased year by year, the different nations being obliged to keep 
pace in their financial plans with the requirements, and gradually 
adapting their policies to the development of demand. The United 
States entered the war when tke military operations in Europe had 
reached their full swing and wher on the other hand financial re- 
sources had been greatly exhausted. This government, therefore, 
has had no opportunity for steady and gradual development ‚oZ 
financial methods. At the outset this country had to face the 
necessity of organizing its nationel military mechanism on a scale 
adequate to present European practices. In addition, the general 
conjuneture imposed the necessity of undertaking the most exten- 
sive financing of all allied countries. 

The United States was thus obliged to face from the very be- 
ginning an annual war budget of over twenty billion dollars, thus 
in the first year equalling the whole of the expenditure of any Euro- 
pean country since the beginning o2 the war. A financial problem 
was thus set before the government and the people of this republic, 
which both in magnitude and spontaneity has probably never had a 
precedent in the history of state finance. 

The solution of this problem depends not only on the ability 
and mastering of statemanship, but relies to the greatest extent on 
the willingness of the people to contribute to the success of the 
governmental undertaking. Itisin the patriotism and in the readi- 
ness to carry the burden of increased taxation, to moderate individual 
consummation, and to respond with all possible means to the appeal 
of the government to support loans, that there lies the possibility of 
success. It is the united effort of democratic action that is de- 
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manded by democracy at war. It is the sacrifice of the people of — 
the United States to the great cause of justice. I feel that I should 
avail myself of this opportunity to pay a small tribute to the patri- 
otic exhibition of the people so manifestly exemplified in the success 
of the liberty loan. 

Russia entered the war in August, 1914, at a period of economic 
prosperity which followed an epoch of financial and economic de- 
pression, caused by the Japanese War and the subsequent revolu- 
tion of 190&. War and political troubles had shaken the welfare of 
the country by imposing heavy indebtedness and by disorganizing 
norma! activities, but the resources of the country were so rich and 
their development so successful that in the seven years (1907-1914) 
Russia had fully recovered. Still more, it had reached an unprec- 
edented staze of welfare. 

The Japanese War had cost Russia about three billion roubles. 
This new indebtedness had not only been fully “digested” by the 
country but it was possible to raise the state budget from about 2.4 
billion roubles in 1908 to 3.4 in 1913 and it should be remembered 
that this immense increase was used greatly for cultural purposes and 
did not necessitate new loans. In fact for several years before the 
present war the budget had not only been balanced without deficit, 
but the Treasury was able to accumulate from the surplus an emer- 
gency reserve fund of about ive hundred million roubles and in addi- 
tion to diminish the indebtedness by paying off about two hundred 
million, thus lowering the total state debt from 9.05 billion roubles in 
1910 to 8.85 billion roubles in 1913. Avast gold deposit accumulated 
in the Treasury. On January 1, 1914, there were one billiof, seven 
hundred million roubles of gold in the vaults of the state bank, the 
total metal reserves including foreign liabilities surpassing two billion. 
The Russian gold reserve was thus the largest in Europe, the British 
being in 1915 about eight hundred million and the French one and 
one-half billion roubles. 

However prosperous were the general conditions of the country 
it is clear that all the normal sources of revenue were inadequate to 
meet the 1equirements imposed on the Treasury by warfare,—and 
this, althougn the war in the first year did not actually require ex- 
cessive disbursements. It is most interesting to follow the increase 
of the cost of the war in Russia. During 1914 the expenses were 
only about twelve million roubles a day. They reached about 
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twenty millions in 1915, increasing from thirty-five to fifty million 
in 1916. At present Russia is spending about Afty-five to sixty 
million roubles a day. 

The low expenses of the first yeaz of the war are to be explained 
by the fact that during this period tac army was using war material 
previously accumulated, and formirg the regular complement pro- 
visioned in the mobilization plans. On the other hand, due to the 
richness of Russia in victuals, there aad been at that time no sub- 
stantial rise in prices. Deficiency in food supply was felt only late 
in the sezond year of the war. It wes one of the greatest mistakes 
of the old government not to have introduced food regulation at the 
very beginning of the military operetions. How fortunate for this 
country ;o have adopted a policy of sane regulation at the very be- 
ginning cf warfare. The expenses of war increased in measure later 
as new extensive orders had to be placed to cover deficiencies in 
ammunition and as there had to be met the increased cost of food, 
raw material and labor. 

To cover the expenditures of war extraordinary financial meas- 
ures have to be adopted. Of such there are three: (1) increased 
taxation; (2) loans; and (3) emissicn of bank notes. All of these 
three me;hods were used in Russia from the very beginning of the 
war. 

Taxction. It should be rernemtered that at the very begin- 
ning of military operations regulations for complete prohibition 
were issued and the sale of alcohol and vodxa suspended. This fact 
had the most beneficial result for the general welfare of the country 
and was 5f the greatest political and social consequence. But at 
the same time it caused a decided “gap” in the budget causing a 
loss of &b»ut one billion roubles. 

Characteristic of the situation in Russia all throughout the waa 
had been the fact that all increases in ;axation had been only about 
sufficient to cover the expenditures of the civic budget. At the 
start it was necessary to cover the deicit due to the suspension of 
the sale ol vodka. Later, one had to keep pace with the increasing 
expenditu-es, and this notwithstanding the fact that the progress 
of taxation had been very substentiaL AJl taxes were practically 
raised: direct, indirect, excises and duties as well as the revenues 
from state monopolies. In some case3 taxes were nearly doubled. 
Railway fares and postage were increased 25 per cent. New taxes 
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were imposed—an income tax, a tax on war super-profits, etc. 
Comparing the budgets of 1914 and 1917 we find that 566 million 
roubles were obtained by direct taxation in 1917 as compared with 
206 million in 1914, the total levy of taxation amounting to 2.1 bil- 
lion in 1917, as compared with 1.24 billion in 1914. In order to 
appreciate this additional tax burden one should take into account 
the loss of territory and the extensive reduction in the number of 
taxpayers, due to casualties amounting to many millions of men 
during the bloody first period of the war. Further taxes have been 
imposed since the revolution, principally in the line of direct taxa- 
tion, and the civic budget increased to about 5.4 billion roubles, 
which, taking into account the elimination of the vodka revenue, 
means an increase of more than 100 per cent on the budget of the 
pre-war period. I wish to mention at this time that the country 
met this increase in taxation with a readiness to sacrifice and 
contribute. The war was exceptionally popular and notwithstand- 
ing the hate which all people had for the old régime and its govern- 
ment, the growth of taxation was met without murmur and with 
calmness. a 

' The revenue of 5.4 billion roubles is to be confronted with a 
provision of 4.8 billion, representing the expenses of the civic budget. 
Thus about six hundred million roubles are left for war expenditures. 
But this amount, however great from the point of view of a civic 
budget, is insignificant when compared with the annual require- 
ments of warfare, which amounts at present to more than twenty 
billion a year. Other measures, therefore, to meet the necessities 
of warfare had to be applied. 

Loans. Already during the first months of the war, an internal 
loan was issued for an amount of 500 million roubles. It is an in- 
taresting recollection to state the difficulties which the government 
bad to face at that time when raising a loan, although of such a small 
total. It has been an experience of this war, so far as I know ckar- 
acteristic of all of the countries, that with the progress of the war 
the raising of loans was getting more and more easy and one can 
eurely state that more dificulty was encountered in raising the first 
500 million roubles in 1914 than in the issuance of bonds of greater 
totals in the later periods. In 1915, three loans amounting to two 
and one-half billion, and in 1916, two loans with a total of five bil- 
lion were issued. After the revolution a new liberty loan was 
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launched which amounted to about four billion roubles. The total 
amount of loans exceeded eleven billion and in addition, short term 
certificates were issued of which four to five billion roubles were 
purchased by the people. 

Internal loans were followed by foreign loans, especially since 
1915, when extensive orders were p-22ed in foreign countries. The 
war suspended Russian exports and deprived the country of an 
active trade balance which had been sustained for many years. 
From several hundred millions of active balance (surplus), the coun- 
try in 1915 was brought to a passive balance (deficit) of more than 
seven hundred millions, and in 1916 to one and one-half billion. It 
was absolutely impossible to cover such extensive foreign purchases 
by loans issued freely on the market. Financing on such a scale 
could be operated only through government channels. 

This fact of inter-allied government coóperation in financing 1s 
another characteristic feature of the war. In 1915 certain agree- 
ments were made for mutual use of financial facilities by Great 
Britain, France and Russia. These arrangements later resulted in 
formal egreements between the allied governments which provided 
Russia with certain monthly allowances in foreign exchange to cover 
expenditures of foreign purchases, conditioned, however, by certain 
modalities to the effect that purchasing of foreign goods would be 
centralized to avoid competition and that certain regulations should 
be provided for, so as to attain £n efficient and practical form of com- 
mercial transaction. The total amount of foreign war loans until 
April, 1915 was about five billion roubles. Out of that only 320 
millions, or about 6% per cent, had been obtained through loans 
issued on & free market; of this amount one-half was loaned by the 
United States. 

Summarizing, one sees that abcut sixteen billion roubles were 
procured during the war through lang term internal and foreign 
loans and about four million from short term certificates. This 
amounted to about 60 or 70 per cent of the actual expenditures of the 
war 

It proved impossible to draw out more funds from the people 
and to return to the Treasury a -igher percentage of the moneys 
expended within the country. This. to a great extent, was due to 
the fact that a considerable amount of money spent has been dis- 
tributed within the peasant class, the small cultivator who is unac- 
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customed to investments and often prefers to hold his money in 
specie. The increase of the wealth and the rate of money holding 
within the country is most interesting. At least 80 per cent of the 
war expenditures have been made within the country; as a result 
the people during the war have become tremendously rich as com- 
pared with the pre-war period. The total deposits in all the credit 
institutions of Russia have increased from 5.3 billion roubles in July, 
1914, to 12.5 billion in January, 1917; and to illustrate in particular 
the increase of wealth among the peasants, one should recall that 
the deposits in the savings banks have more than doubled. Yet, 
as I have said, it was impossible to raise all the money necessary by 
credit operations, and the government was compelled to issue bank 
notes. This measure, however undesirable, is in most cases neces- 
sary in the process of warfare. All countries have to use this re- 
source. Great Britain, probably, has used it least of all, France 
stands in between and Russia has used emission to the greatest 
measure. 

Issue of Bank Notes. Before the war the Russian currency was 
excessively stable. As I have told you, the gold deposits of the 
state bank, the only emission institution in Russia, were about 1:7 
billion roubles. The emission laws permitted an issuance of paper 
money to an extent of onlv three hundred million roubles above 
the gold deposit. In fact, under existing requirements cf circula- 
tion, the emission law had never been fully used; the amount of 
bank notes being a little above 1.8 billion roubles, thus being guar- 
anteed by the gold reserve to about 90 per cent of their par value. 

Since the beginning of the war the emission law had to be 
changed and further issuance of bank notes was permitted. These 
issues were made by the state bank against short term certificates 
of the Treasury, the state bank formally purchasing the bonds of 
the Treasurv. In reality, this operation represents an emission 
with a reduced gold reserve and of course resulted in an inflation 
with paper money and in a depreciation of the value of the rouble. 
The total amount of paper roubles issued until the beginning of this 
year exceeded eight billion, thus lowering the gold guarantee to a 
great extent. The inflation of the country with paper money 
created a great depreciation of the purchasing power of the mone- 
tary unit, such depreciation being greatly increased by the fact of 
an acute shortage of commodities. 
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This lack of commodities is perhaps the outstanding feature of 
the present economic crisis in Russia. The suspension of imports 
and the militarization of industry, turning all the productive ca- 
pacity toward munition work and thus reducing the production of 
commodities, had deprived the market of every-day necessities. 
Boots, clothing, household articles, metals and all kinds of elemen- 
tary and necessary articles were becoming scarcer and scarcer, and 
this resulted not only in an outrageous Increase of prices, but offered 
as well the basis for social ferment. 

When Kerensky spoke recen-ly of the sacrifices which Russia 
is now enduring, he certainly had in view all the difficulties of life 
encountered at present due to lack of food, every-day commodi- 
ties, transportation, etc., which in the long run result in depri- 
vation and suffering. The inflation of the currency with paper 
money brought as a natural result an instability of the exchange rate 
of the rouble on the foreign markets. I would like to mention at 
this time, that the prevailing exchange rates on foreign markets 
throughout the war in no way correspond to the actual state of the 
economic and financial welfare of the country, but have been con- 
ditioned (especially lately) by political factors, or have been the 
result of the inappropriate financial policy of the old government. 

In fact the exchange rate did not affect the actual purchase of 
foreign supplies, these being ex2cuted by the government using 
credits granted under inter-alliec agreements. The exchange rate 
affected mostly private purchases, so far as these were not regulated 
and covered by moneys obtained though governmental loans. Un- 
fortunately, one must admit thet during the war the old govern- 
ment had not taken a strong policy of prohibiting unregulated 
imports, and thus encouraged all kinds of private financial arrange- 
ments between concerns in Russia and credit institutions abroad, 
particularly in America. These transactions in foreign exchange 
had the most depressing effect on the value of the rouble. It should 
be remembered that the lack of commodities allowed the importer 
to sell at exorbitant prices which would protect him against any 
possible loss in providing foreign exchange. Such were the reasons 
why transactions were accepted under preposterous conditions 
The provisional government of the Russian Republic has fortunately 
suspended this policy and has adopted a strict and centralized regu- 
lation of imports, thus practically excluding the possibility of any 
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private exchange dealing, which under the present conditions would 
lose its attractiveness. 

I have presented thus far a short outline of finance in Russia. 
The resu't seemingly does not appear cheerful. Due to the inflation 
of the currency with paper money, Russia is undergoing an acute 
financial crisis which is completed by disorganization in transporta- 
tion, and a crisis in the production of commodities. While the total 
indebtedness of the country had reached about forty billion roubles 
in 1917, the debt will undoubtedly increase by next year to about 
sixty bilions. With a shaken financial system, and a depreciated 
value of the rouble, such liabilities seem rather depressing and the 
conditions under which the present government has to carry the 
responsibilities of statemanship and conduct the great country in 
the path of its historical destiny seem rather discouraging. Never- 
theless, | am not afraid to expose the situation openly and frankly, 
and this not only because I have faith in a policy of straightfor- 
wardness, but also because I face the situation with perfect calm- 
ness having the greatest confidence and hope. The financial 
difficulties, which Russia will have to meet, are similar to those 
which will have to be faced by all other countries, both allies and 
enemies. l 

The essential feature of the problem of the financial conse- 
quences of the war lies in the necessity of meeting a war expendi- 
ture incomparable to any normal civic budget. It is this financial 
burden, which is comparatively equal for all the great powers, which 
will determine the future financial policies of all countries. When 
compared to this main task it will be a factor of second importance, 
whether at the start a country faced a favorable situation caused 
by a sane and systematic policy of credit operations, or will have to 
contend with a shaken financial system due to inflation. However 
different may be the initial conditions, for a country as a whole, as a 
certain eccnomic unit, the main problem will be to absorb and to 
heal, in the process of economic development, the incurred bruises of 
the expenses of war. 

All possible methods of liquidating the consequences of war- 
fare do result in raising the state revenue. Increased state revenue 
involves eventually an increase in the amount of taxation and this 
means that a greater part of the income of the nation, of the output 
of the national production, has to be turned to the state for disposal. 
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As it is impossible to extend the pressure of taxes above a certain 
reasonable amount as compared witk the national income, the only 
way to solve the question is to amp ify the national production as 
such. It is therefore in the developrnent of national production, in 
the expansion of economic activities in the growth of the national 
output, that there lies, in the long run, the solution of the financia! 
problems imposed by the consequences cf war. 

When determining, therefore, how a country will be able to 
meet the future situation, consideration should be given, first of all, 
to the possibilities of economic development and to the prospects of 
an increase of national wealth. This is a process, and a process of 
considerable duration. It should be considered as such and any 
occasional occurrence or situation should not be overestimated. In 
the long run, in the process of liquidation, the conditions in any 

country can change, political, economic aud social; it is the poten- 
tial possibilities of & country which should be taken into account and 
from this point of view a country, fesbly developed, has even a cer- 
tain preference over a country "economically saturated," that is, a 
country in which the existing relations between natural resources, 
labor and general conditions of ecoromie activities have reached a 
conjuncture of intensity to exceed whizh is not permitted by the 
general balance of world competition. 

Tt is from this aspect that one should value the present financial 
situation in Russia. The latent riches in Russia are well known. 
A country of practically unlimited territory, bountiful in natural 
resources, with an abundance of labor provided by an industrial 
and clever population, the efficiency of which has been hampered 
only by a lack of education, a counzry of excessively low economic 
"saturation," it 1s ready for the most spontaneous and intensive 
development I would compare Russia to a youthful organism, 
promptly healing the heaviest wounds of economic and political dis- 
organization. 

One should recall the experien-e of the short period between 
the two wars (1907-1914), when progress was brought into Russian 
life by the establishment of the Duma, the first national representa- 
tive institution in Russia. Of course, there can be no comparison 
between the financial problems of 1907 and those of 1917, but one 
should remember that in 1907 Ruas.a was the only European coun- 
try which had to deal with the financial consequences of a war, and 
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I recall how unsurmountable seemed to be to the people of Russi 
the financial problems which the country had to meet. 

To illustrate what has been performed during the last decade 
I will take two or three examples: the annual production of pig iro) 
from 1904 until 1914 increased in Russia from 180 to 288 millioi 
poods, thus giving an increase of 60 per cent. The production o 
coal had nearly doubled. As to cotton, only sixteen million pood 
were used in Russia in 1905, of which ten were imported and si: 
produced within the country. In 1916 the country consume 
twenty-eight million poods, of which only seven million were im 
ported. The joint stock of the banks had reached 632 millions i 
1916 as compared with 237 in 1910. But nothing can serve bette 
to evaluate the economic development of a country and to show it, 
recuperative abilities than the rate of increase of the state budget 
I will compare for example the growth of the state budgets of Franc 
and of Hussia for the last fifteen years. If we take 1897 and 1912 
that is a period of fifteen years, we see that the state budget of France 
has grown from approximately 3.4 billion francs to 4.5 billion, that i 
about 3C per cent. During the same period the Russian budget in 
creased from 1.4 billion to 3.0 billion roubles. That iş an increas 
of 210 per cent. 

Therein lie the healing capacities of my motherland. Yo 
Americans have gone through a period of economic and politica 
depression, when your country seemed on the verge of ruin but after 
ward entered upon the greatest period of economic developmen 
ever witnessed in the history of the world. I mean the Civil War 
with all its bank notes, the depreciation of the currency, the dis 
organization of regular economie activities, and the ensuing perio: 
of unsurpassed development which brought this great country to it 
present state of unlimited wealth and unbounded economic capacity 

Russia, freed of the tentacles of despotism, free from restrictiv 
and prohibitive legislation; Russia, literate and illuminated, witl 
complete opportunity given to individual enterprise, will be easil 
healed of all the wounds and sores of the present political upheava 
and economic crisis and will settle in the firm forms of a democrati 
commonwealth with an unprecedented development of her economi 
resources. The experience of history, the knowledge of the char 
acter of the country and of the spirit of the people give me con 
fidence and faith in the future. 


THE FINANCIAL EFFORT OF FRANCE DURING THE 
WAR 


By J. FaEpERIC BLOCH, 


Inspector of the French Ministry of Firarce, Financial Representative of the 
French Government in New York. 


The financial effort of Franee during the war is, indeed, a 
mighty one. In order to properly understand it, it will be sufficient 
to observe the constant increase of the credits approved by Parlia- 
ment since August 4, 1914. 

The expenses authorized have reached: 


1. For the last b months of 1914. ................. $1,260,000,000 
2. For 1915. cs Iw 4,400,000,000 
S Pordoi etoen EIS PERIERE Er E VES 6,200,000,000 
4. For 1917 (estimated approximately; ............ 8,080,000,000 

MOU ceres oh ee seis mPidaR e eu ue dq be $19,940,000,000 


This is without counting the advances made by France to some of 
her allies aggregating over $1,100.000,000. ` 

France has, until now, met these enormous charges almost 
exclusively from her own resourees, for until the entrance of the 
United States into the war, she had borrowed in foreign countries 
only about $1,100,000,000 of whieh $400,000,000 was in the United 
States, this last amount being approximately compensated by the 
loans granted by France to her allies. 

These figures have increased since America’s entrance into the 
war, especially owing to the financial assistance which they have so 
liberally extended to us. We fully appreciate it. In a recent 
speech the French Minister of Finance insisted on the invaluable 
military and financial support which the United States had brought 
to our soldiers. And I know he was speaking on behalf of the whole 
French nation when he addressed zo your illustrious President and 
to the whole American people, the tribute of our admiration. 

The patriotism of the peop.e and their well-known thrift has 
made it possible for France to place two great loans which have 
yielded 22,000,000,000 franes, and to find in a regular and con- 
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tinuous manner the funds necessary for the operations of its Treas- 
ury, by & daily issuance of bonds of the national defense. These 
bonds can be bought in every office in France authorized to re- 
ceive government funds, particularly post-offices where they are 
sold over the countér. The bonds are sold in denominations as 
small as 100 francs ($20.00) in maturities of one year, six months, 
and three months. They are widely distributed, every one buy- 
ing some thus making use of all available funds. It is estimated 
that the issuance of these bonds has given the French Treasury 
a constant source of revenue which has not been less than an aver- 
age of 1,000,000,000 francs per month, and continues to be 
obtained without any shocks to the financia] market and without 
having at any time brought about a crisis or a tightening of the 
money situation. 

This monetary situation rests on the strength of the credit of 
the Bank of France. Organized in the beginning of the nineteenth 
century, shis powerful central institution has, from its origin, main- 
tained at all times the stability of our fiduciary circulations and of 
our credit. At the beginning of the war, the general mobilization 
had brought with it, for a time, complete suspension of the economic 
life of the country. The moratorium of commercial paper was 
declared. At that time the Bank of France found itself charged 
with 4,476,000,000 francs ($850,000,000) of paper thus suspended. 
At the end of 1916 that amount was reduced to 1,340,000,000 francs 
($250,000,000), the commercial and financial activity having been 
practically resumed on a normal basis and this enormous debt liqui- 
dated. 

We find also in the study of the monetary circulation in France 
a strong proof of the patriotism of the French people. At the begin- 
ning of the war an appeal was made to the population asking them 
to deposit with the Bank of France, to aid the national defense, the 
gold in their possession; in less than one year the French people 
brought 1,300,000,000 francs of gold and since then this flow of 
gold has not ceased to increase. It exceeds at present 2,000,000,000 
of francs, and after three years of war, although the bank has had 
to export large quantities of gold for the purpose of covering pur- 
chases made in foreign countries, its gold reserve is more than 
5,900,000,000 franes ($1,020,000,000), showing an increase over 
normal times of peace. 
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But the floating of big loars, the issuance of treasury bills, 
and a certain increase in the fiduciary circulation are but tempo- 
rary means of meeting exceptional conditions. It is necessary 
ultimately to resort to taxation as the final means of obtaining 
the revenue required to cover the increased expenditures. France 
has made large appeals to taxation. However, conditions created 
by the state of war, the mobilization of the larger part of its male 
population and the invasion of tke national territory have forced 
the government to use fiscal sources of revenue with a certain 
amount of care. 

It must not be forgotten, in order to fully appreciate the finan- 
cial effort of France, that she has called under the colors approxi- 
mately 7,000,000 men representirg the best part of its active and 
productive population, and that cne month after the declaration of 
war the Germans were at the dcor of Paris. The victory of the 
Marne repelled the invader and made it possible to reconquer & 
part of the ground temporarily lost. But, even now several of the 
departments of the north, the richest, most populated and the 
strongest industrially are in the hands of the Germans, and in the 
reconquered zone, due to the wholesale destruction committed by 
the enemy and due also to military necessity, a large part of the 
land has been found unfit for agriculture or industry and it has 
been necessary to remove a part of the population. Itis estimated, 
without any exaggeration, that tFe number of citizens whose activ- 
ity 1s lost for the time being for France for all these reasons is at 
least 4,000,000. 

Notwithstanding so many unfavorable circumstances and 
thanks to the energy of the measures adopted by the government 
and the spirit of sacrifice shown by the entire country, the amount 
of fiscal revenue of the state, which had very naturally diminished 
during the first months of war, has been maintained in 1915 at the 
sum of about $745,000,000; in 1916 it already reached the sum of 
$900,000,000 and it is estimated that it will not be under 
$1,045,000,000 for 1917.1 


1Taxes and revenue other than direct taxesto June 30, 


1917—$450,000,000, or for the year, &bout......... $900,500,000 
New direti (8368. ocine sapt 2h kc hue -waselsdavees 96,500,000 
War profit taxes. n4 o4 x ED deBbRX VIRES UO clones 48,500,000 
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So today, while the energy of the country is bent towards na- 
tional defense, and a part of the land—the principal source of wealth 
to our country—is not cultivated for lack of labor, the taxes collected 
in France represent (after deduction made of the men mobilized 
and the population of the invaded regions) a charge of about $36 
per inhabitant. In 1916 the impost and revenues of the federal 
government of the United States represented a charge of only about 
$9 per inhabitant. 

In order to maintain in time of war at such a high figure the 
amount levied by taxation, the government did not hesitate to 
increase certain taxes and to create new ones which have been ac- 
cepted bv the publie without complaint. 


War Taxes IN FRANCE 


1. The general tax on incomes, which had been under discus- 
sion in Parliament for years and always adjourned, has been put 
into effect for the first time during the year 1916, and the rate has 
been increased rapidly to 10 per cent with the exception of certain 
reductiors at the base; the country has accepted without protest 
this measure, the necessity of which has been made plain by the 
war. 

Other new taxes created are: 

2. The tax on war profits has been fixed at 50 per cent of the 
excess of profits realized since the war; the rate of taxation has 
been incr2ased since September 30, 1916 to 60 per cent of the taxa- 
ble profits over 500,000 francs ($96,000). It is proposed for the 
present to increase the taxes on this last class of profits to 80 per 
cent. 

3. Exceptional war impost for every man not mobilized includ- 
ing a, fixed tax of twelve francs and a surtax of 25 per cent added to 
the income tax. 

4, International revenue taxes have been adopted in addition 
to the custom duty on certain objects which were previously sub- 
ject only to import taxes, for example on coffee about $7.50 per 
100 kilos, cocoa about $4.50, chocolate about $4.50, tea about $7.50, 
colonial end exotic products, pepper, cinnamon, vanilla, mineral 
waters, special drugs, etc. The theaters or moving pictures have 
been subjected to special taxes representing as much as ten cents 
a seat and as much as 25 per cent of entrance charges. 


*. 


FINANCIAL EFFORT or FRANCE 205 


5. An entire class of contributions has been doubled, taxes on 
mines, carriages, horses, automobiles, billiards, clubs and hunts. 

Articles of public consump-ion have not been spared and even 
those the production of which interests particularly a large part of 
the agricultural classes of France, as wine and cider, have been 
subjected to heavy surtaxes. For instance taxes on wine have been 
increased to fifty-five cents, on cider thirty-seven cents per hectolitre 
(about twenty-two gallons). The taxes on sugar have been raised 
from $6 to $7.50, on tobacco from $2 to $8 per kilo. Taxes on 
alcohol have been raised from $40 to $75 per hectolitre. 

6. The postal rate for the interior of France has been raised 
from two to three cents. The postel, telegraph and telephone 
tarifis have been materially increased. 

7. The special tax on the revenue of securities has been increased 
from 4 to 5 per cent and on foreign government bonds and various 
foreign securities from 5 to 6 per cent. 

Notwithstanding all these increased charges, the government 
feels that the country is ready =o accept further sacrifices and in the 
budget for 1918 the Minister of Fingnce contemplated the adoption 
of new taxes, particularly on transportation, inheritances and com- 
mercial transactions which will probably represent an additional 
revenue of $230,000,000. 

It is necessary to note before concluding that the fiscal system 
of France is very complex, and that it is very difficult at first sight 
to find what percentage of their revenue the French people pay to 
the state. The rate is certainly very high. For instance, the holders 
of bonds pay a large special tax (etamp, transfer, 5 per cent impost) 
which amounts, for the securities most widely held by the public 
(railroad bonds, real estate bonds, etc.), to about 15 per cent of the 
income, and if you add to this amounz the new general income tax, 
you reach a total of 25 per cent. To this amount it is necessary. to 
add indirect taxes, customs and state monopoly which enter for 
78 per cent of the total of government receipis. Lastly, local taxes 
(department and counties) are also very heavy and in certain regions 
exceed the amount of direct taxes collected by the state. 

It is not to be wondered that our population, many of whom 
have been so cruelly affected by the war, have been able to with- 
stand under present circumstances such heavy fiscal charges, for it 
must not be forgotten that the wealth saved and accumulated for 
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so many years by the agricultural ciasses and the tireless spirit of 
thrift of the people are strong guarantees of the financial resistance 
of France. Also, the industrial development which, even in the 
midst of the war, is covering with factories regions, until now, bare 
of industry, gives us every confidence in the economic development 
of our country and in its ability to increase its financial contribu- 
tion, whick will have to be done in the near future. 

For the task is not yet completed. The enormous war ma- 
chine that has been set into motion for the most just and 
righteous cause, for the defense of what is dearer to us than our riches 
and our lives—our honor and our freedom—this machine must not 
stop, it will not stop until our aims are obtained, until victory and 
peace are ours. It will need more efforts and more sacrifices, in 
men &nd in money. We are ready to make them. 

Recently, the French Minister of Finance announced that a 
third war loan of ten billion francs would be issued soon, and that 
new taxation would be necessary to meet accrued charges. We do 
not know yet what the exact conditions of the loan will be, we do 
not know exactly what are the new taxes that we will have to pay. 
But we know that the loan will be oversubscribed, that the taxes 
will be willingly and gladly paid. 

I am saying this because it must be known that the whole 
French nation is ready to do its duty, economically and financially, 
while its sons are fighting on the battlefields. I am not saying it to 
teach the American people an example or a lesson. America needs 
no examples, no lessons. You have already given the proof that 
your patriotism and your generosity know no limit and that no 
difficulty could deter you in the course that you have freely deter- 
mined to pursue—the great success of the liberty loan has won the 
admiration of all. It is the result of the most powerful and efficient 
financial organization, built in a few weeks by the genius of American 
financiers, bankers, merchants, and backed by the patriotism of the 
whole American nation. And even this is but & beginning and the 
rest will follow. We all know that our countries will continue, on 
the financial as well as on the military field, to fight shoulder by 
shoulder and to work hand in hand to obtain and to preserve for 
the whole world justice and liberty. 


THINKING IN TERMS OF MONEY THE CAUSE OF MANY 
FINANCIAL FALLACIES 


Bv Baar P. Buacxert, C.B., 
Of the British Treasury. 


I took & solitary walk last Sunday in Rock Creek Park, and as 
I walked I began to ponder on what I had to say in this paper. 
The sun was warm and after a while I sat down by the bubbling 
stream on & rustic bench, when suddenly I saw approaching me 
one of ‘the famous bankers who have taken service at the Treasury 
during the war. The fact that he was on foot has made me wonder 
since whether it was a dream. Fortunately I refrained from hailing 
him, for just then there appeared from the opposite direction a 
figure which I knew somehow to be King Solomon. He was not 
gorgeously arrayed and was evidently war-saving, but there was no 
mistaking the regal presence and the intellectual brow. My friend 
the banker—for some queer reason my memory fails now to identify 
him with any particular one of the several eminent bankers at the 
Treasury, so that in a way he seems tc be an embodiment of them 
all—recognized King Solomon at once and called joyfully to him: 

“My dear King: Thisis indeed a pleasure, you're just the man 
I wanted to see. The perplexities of war finance and the problems 
which confront the United States Treasury are gigantic. We're 
asked to find $20,000,000,000 or more in a year, and we must borrow 
some $12,000,000,000 to $15,000,000,000 in the next eight or nine 
months. I simply don’t know how the money is to be raised. 
You were dead right, King, when you said that money is the root 
of all evil.” 

“Good friend," replied King Solomon, “you know more of 
banking than of Scripture, or you would know I never said that. I 
may indeed have said that matrimony is the root of all evil. It was 
in my own case, and I fancy that my mother’s first husband, the 
Hittite, must have felt the same. But let me suggest to you a new 
version of the proverb you misquote. It is this: ‘Thinking in terms 
of money is the root of most of your evils.’ I think you agree." 
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“Solornon is always right," replied the banker with a bow. 
“Undoubtedly our problem is not merely, or even mainly to raise 
the money. What we want for carrying on EE part in this great 
war for democracy against Tyranny. . i 

"Pray do not consider my P " Bolorion interrupted, 
“Tm a strong supporter of democratic principles now. They might 
not have worked in Jerusalem when I was there, but one of my 
reasons for meeting you today was that I hope that this war may be 
the means of bringing the blessings of liberty and justice to my poor 
old Jerusalem.” 

“ No offense meant," said the banker. “What I was saying was 
that when we say we are asked to spend $20, 000,000,000 in the 
first year of the war, we really mean that we have to secure for the 
use of the United States government for war purposes, labor, mate- 
rials, food, commodities and services such as those rendered by sol- 
diers and sailors and by non-combatants too, in all sorts of ways; 
we have to secure goods and services (to use & convenient short 
phrase) which, valued in terms of dollars, represent $20,000,000,000. 
The real problem is not so much to find the money as to find a 
surplus of goods and services to that amount available for the pur- 
poses of the government, over and above the goods and services 
which the 100,000,000 people of the United States are employing 
for their own private purposes. That’s what you mean by your 
phrase about thinking in terms of money, isn’t it?” 

“You take my meaning exactly. And what I suggest to you 
as the only possible solution of your financial problems is that you 
should make the people of the country understand the state of the 
ease. None of them understands what twenty billions of dollars 
means. You yourself probably don’t go much beyond visualizing 
it as the figure twenty with the dollar sign before and followed by a 
comma, and nine ciphers neatly divided by commas into sets of 
three. Meanwhile there’s one of your friends in Wall Street who 
owns common stock in half a dozen sound American concerns, 
valued six months ago at market prices at say $1,000,000 and now 
valued at $700,000, who thinks he 18 ruined, and says the govern- 
ment has ruined him, and never stops to reflect that the stock in 
question represents a share in certain real things such as buildings, 
machinery and raw materials, which are probably not less valuable, 
and possibly more valuable (in terms of money at any rate) than they 
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were six months ago. And wkat’s worse, sorne of your banker 
friends who ought to know better seem tc think in the same slipshod 
way. Others cry that the great thing to do is to keep money circu- 
lating because it is good for trade—“‘business as usual." Other 
people cry out for conscription of wealth as a solution of all troubles, 
as if a house in Fifth Avenue or a bank in Chicago could be put on 
wheels and sent to France for use as a tank; or the Pennsylvania 
Railway Company's tracks could be tcrn up bodily and transported 
to Russia without anyone but the supposed millionaires who own 
them being any the worse." 

“Tf you believe in democracy you are at any rate not a Socialist, 
I am glad to see," said the banker. 

“Don’t you be too sure, my frierd," rejoined the King. “It 
depends on definition. But to continue, the thing to do is to get 
the people of this country to understand that money is merely a 
symbol, recognized by civilized people for their own convenience, as 
giving the owner of it for the time being a call on other people, the 
power of getting other people to work for him, the power to com- 
mand goods and services which cther people are able and willing to 
supply in order that by receiving a reward in money they may 
themselves have command of what they need for their daily suste- 
nance and to keep a roof over their heads; or over what they desire to 
obtain for the sake of comfort and luxury. Itis quite easy—as some 
of your friends the Socialists will gladly explain—to construct a 
theoretical state of society in which money would be abolished." 

‘No doubt it is," broke in tae banker, “but would it work?" 

“I did not express any opinicn," was the reply. “But does not 
the fact that it is theoretically possible to dispense with money prove 
that money is merely a mechanical devise and nothing more, devised 
to keep a machine of a particular construction in easy working 
order?" 

At this point King Solomon took & watch from his pocket and 
remarked that he could still spare a little time longer before starting 
off to advise the King of the Arabians on military matters. He 
suggested that they could continue heir talk more comfortably 
seated, and I was a little alarmed when they made for my bench, 
which was not meant for more than two. Needlessly, as it proved; 
for in spite of Iing Solomon’s ample proportions the small seat 
accommodated them both without my being so much as observed. 
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“ King,” resumed the banker, “that’s a fine watch of yours, but 
I notice you wear only a common cord as a chain.” 

“The watch is an heirloom,” Solomon answered. “It belonged 
to the Queen of Shepa’s grandfather, and I could not get a tithe of 
its value if I sold it. But my heavy gold chain went more than a 
year ago to swell the gold at the Bank of France, and I gave the 
proceeds to relieve the Armenian sufferers.” 

The banker looked as if he would like to pay a tribute to this 
generosity, but stopped short; no doubt from a sense of reverence. 
Instead, he resumed the discussion with the words: ‘‘ You do not, of 
course, suggest that we could or should supersede money in arrang- 
ing the finance of the war?”’ 

“Certainly not,” was the reply. “But keep money and finance 
in their proper place as useful bits of machinery, and meanwhile 
go out to the people and explain the facts." 

“That is a big undertaking," said Mr. Banker. “Do you 
think it is really worth while?" 

“Surely, surely,” said Solomon. “If you want to accomplish 
what you nave set out to do that is the only possible method in this 
country. In Germany there has been no need to explain. The 
people have been dragooned into saving, if only by the British 
blockade which has forced the whole population to organize itself 
on a war basis. ‘There, everyone has to serve in such a way as the 
Junkers think most likely to help them in conducting the war, 
producing all he or she can, and consuming only what is absolutely 
essential to keep body and soul together, and sometimes less. In 
France and Italy, and to some extent in Great Britain, similar neces- 
sity has been at work, and this has been reinforced on one side by 
continual lessons and appeals for patriotic self-denial, and on the 
other by drastic legislation prohibiting the import and manufaeture 
of anything that could be done without. Nearly everyone in these 
countries nas realized this truth. Do you not remember the Song 
of the Pennies, which the children sing in England? 


With five pounds the cost of a rifle 
Why, what c&n & poor penny do? 


And then the chorus, in which Sergeant Shilling Joins: 
We are each small enough, it is true; 
There’s little a penny can do; 
But a cartridge to fire from a rifle 
Is just what a penny can do! 


~ 
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All over the world the children learn this truth at once. Last 
Christmas Mr. Lloyd George received a letter from Arizona which 
said: “Please sir, Peggy is eight and baby is five, and I am ten, and 
we should like these five dollars to be used to give some of the poor 
suffering people in England a happy Christmas." ‘There was a 
further note from their mother: “This is entirely their own idea. 
Their uncle gave them a dollar each to buy themselves Christmas 
presents, and they have saved. the other two." And next to the 
children the working girls have been the quickest to learn. The 
mill worker of Milan, the midinette of Paris, the munition worker in 
London have been among the first to see how they can help. Each 
of them has worked harder and earned money, not to spend on 
herself, but to lend to her country, so that the government may have 
the wherewithal to buy cartridges and hand-grenades to protect 
the lives of their boys at the front. Many of them have understood 
well enough that the money they lent to the nation came back to 
them as wages to pay for the cartridges they were making, and that 
by not spending it on themselves they were setting labor and mate- 
rials free to be used to help on the war. Do you remember the 
poster advertising the British War Savings Certificates? ‘‘One 
hundred and twenty-four cartridges for 15s. 6d, and your money 
back with compound interest!" | 

'* Yes," said the banker, “I’ve seen specimens of that poster, 
and it certainly concentrates the appeal for savings Into a very 
compact and alluring sentence. Were thinking of issuing some- 
thing on the lines of those British War Savings Certificates here." 

. “ An admirable plan” was Solomon’scomment. “I congratulate 
you. These hectic liberty loan campaigns, whirlwind weeks during 
which every art is employed to make everyone eat and drink and 
work and play and dream to the tune of ‘Buy a Bond’ are wonderful 
events, and by the way I must congratulate the Treasury through 
you on its remarkable achievements this last month. But these 
campaigns have their disadvantages." 

“That’s so," said my friend the banker, with conviction. 
“They use one up terribly and they upset the market a good deal." 

“T was not thinking so much of that," answered King Solo- 
mon. “You mention some of the objections, but the main disad- 
vantages, to my mind, are thet they encourage people to think in 
terms of money, and as soon as the campaign is over people settle 
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down to their old habits of extravagance. What I like about the 
War Savings Certificate is that the campaign goes on continuously 
and involves something deeper than a passing emotion. People 
get the habit of daily saving and the incentive to go on saving, 
because there is always a form of war loan which they can buy, and 
there is ro temptation to borrow money to subscribe, and then 
forgetfulness to save to pay off what was borrowed. But my time 
is nearly up. Let me tell you a story before I go. You remember 
the victory loan campaign in Great Britain last January and Feb- 
ruary, when $5,000,000,000 of new money was raised (after two 
and one-half years of war) quite apart from the fact that some 
$1,500,000,000 to $2,000,000,000 of three- to five-year bonds were 
converted into long-term loans. (I must begin by apologizing for 
the misuse of language in this story. It arises from a habit I have 
of accurately reproducing conversations.) One evening Robinson, 
a war loan worker, was sitting in his club after a hard day’s work, 
when an acquaintance of his, Smith, came up and introduced a 
third man, Jones. Robinson knew Smith to be on the stock ex- 
change and gathered that Jones was also a member. He knew 
nothing of their monetary position. The talk soon turned to 
the war loan and Smith remarked that he had not made up his 
mind yet what he would do. He had, he said, taken £10,000 of the 
four and one-half per cent war loan in July, 1915, and been badly 
stung—a slang term which implies that his investment had not been 
wholly satisfactory. So I judge from Robinson’s rejoinder, that a 
man who had invested in that loan had no need to complain, as he 
could now convert it into the new loan on very satisfactory terms. 
‘Yes, I know,’ said Smith, ‘but I got so sick with the way the bally 
thing fell, and the idiotic government did nothing to help, that I 
sold it and bought some American rails, and now the robbers are 
commandeering these; and I’ve two sons at the front, too. There’s 
no gratitude in these confounded politicians.’ By this time Rob- 
inson was fairly roused and he proceeded in half an hour’s patient 
exposition and exhortation to give a masterly display in securing a 
difficult subscriber. In the end Smith seemed deeply impressed. 
‘I never saw it in that light,’ he concluded, ‘and I’m hanged if I 
won't take £50,000. TUH have to borrow the lot at my bankers’, 
and I’ve an overdraft MEE but from what you say I ae T can 
square them.’ 
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“AH this time Jones had said little, though he had seemed to be - 
listening attentively. Flushed with his success with Smith, Rob- 
inson now turned to Jones. Eut he could get nothing more out of 
him than that he had considered all the means available to him 
and had reluctantly decided that he could not subscribe. 

“Six months later in the same club Smith and Robinson met 
again. ‘You made a fine fool of me that night,’ said Smith. ‘Just 
let me tell you what a mess you got me into. I’ve had the most 
ghastly day of my life today. I was offered a half share in a part- 
nership to develop a new ruby mine ‘somewhere in Asia.’ It’s the 
chance of a lifetime. Only £100,000 wanted. We can’t float a 
company till after the war because this sickening government won’t 
let amyone issue new capital unless it chooses in its wisdom to 
say-the issue will help to win the war. Well, I said I was on, and 
I went over to my bankers to arrange things when the manager 
said he was sorry but he coulcn’t increase my overdraft, and had 
the cheek to suggest that I ought by now to have paid off some of 
what they lent me to take up your blegsed loan. He wouldn't lend 
me money on any of my other securities without being told what I 
wanted it for, and when I told him he said that the bank could not 
advance money which was to go abroad, or for a purpose which 
was 80 obviously not necessary for winning the war. And then, 
- not content with these insults, he proceeded to suggest that people 
with much smaller means than mine had succeeded in paying off 
very big sums borrowed for subscribirg to the loan, and would I 
please consider the matter seriously. I was so angry that I told 
him to sell the bally war loan for what it would fetch and be done 
with it. He didn't like it, he said, but if I was really determined to 
forget that we were at war it was probably the best thing I could 
do. 

“By this time I was so infuriated that I said I would close my 
account and find a bank where the managers were gentlemen, or at 
least taught to behave like gentlemen: I went straight across to 
my friend Brown—you know th2 bank. Well, I’m hanged if Brown 
didn’t tell me that he thought my bank had been remarkably pa- 
tient—that in any case he could not help me, as the London banks 
had agreed not to take customers from one another if the reason 
for the change of bankers was that a customer had failed to get 
accommodation for a purpose which was obviously not useful to 
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the war. So here I am absolutely dished. I've had to say I can’t 
go half shares in this show, with the result that the whole thing’s 
off. I've quarrelled badly with my bankers, and altogether I'm in 
a fix. Coal’s a staggering price and I’ve just added two new palm 
30uses to the glass I have to keep going. I’ve two sons in the army, 
and I migh: at least claim that amount of luxury. Incidentally 
I’ve only managed to keep my head gardener, who thinks he ought 
to enlist, by threatening to turn his wife out of his cottage if he 
does. He's forty-five and has two sons at the front and ought to 
be ashamed of himsel; and with the wages I'm paying him he’s a 
regular millionaire. Why he told me he’d got over sixty War Sav- 
ings Certificates now. Well you deserved this tirade, you know, 
as you're the scoundrel at the bottom of it all. I must be off now, 
as my son's coming up from Aldershot, and we're going to paint 
the town red to drown our troubles. So long.’ 

“Scarcely had Smith gone, when Robinson saw Jones approach- 
ing. He tried not te be seen as he thought that he couldn’t bear 
to talk with another of his failures that day. But Jones made his 
way quickly to him. ‘Hullo, Robinson,’ he began. ‘I suppose 
you're not ‘particularly anxious to renew my acquaintance after 
the way I met your war loan appeal. The fact is vou made me 
feel thoroughly mean that night but I couldn’t help myself. I’ve 
something setter to tell you today, and that’s why I’ve ventured 
to speak to you. I'd have liked to do it before but I didn’t have 
the courage. The fact is I used to have a pretty good business in 
the American department of the stock exchange, but that’s gone 
altogether because of what the government—quite rightly, of course 
—had to co about American securities. Then just when I was 
hoping to get our house let so that we could move into & cheaper 
one, our two boys got killed on July 1, 1916, the first day of the Battle 
of the Somme. The shock was too much for Mrs. Jones and she 
had a complete nervous breakdown, and we had to have two nurses 
in the house and no end of expense for special treatment and spe- 
clalists—though I must say my doctor has been a brick about his 
own account. The result was that last February I had got rid of 
practically all my capital except the 4$ per cent war loan I'd bought, 
and I had an overdraft of nearly £600 at the bank. I was earning 
something at the Ministry of Munitions where I had got a really 
useful job. But I had refused to take anything much: by way, of 
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salary when I had enough without and I didn’t think it fair to make 
the country pay because of my new troubles. Thank goodness 
things are quite easy now. My wife's recovered. We've shut up 
all but two rooms in our house, and my wife's as happy as can be 
in saving for the sake of the other mother’s sons. She's a great 
woman, though I say it that shouldn’t. And you’ve no idea how 
jolly itis. The wife got places for two of the maids at the muni- 
tions factory near us and sometimes they drop in to tea with us on 
Saturdays and tell us about their work and talk of what they'll do 
when the war’s over. Did I tell you that the wife’s promised to 
have them back? And the kitchen maid’s working as conductor 
with the omnibus company, and she and I have a chat sometimes 
when I happen to come down to work on her "bus. Well, the result 
of it all is that I’ve paid off the bank overdraft and they’ve lent me 
enough to buy £500 of your war loan in the market, and that’s 
partly paid off, and all of us, Mrs. Jones and our old servants and I, 
are members of a War Savings Association in our neighborhood and 
we're piling up War Savings Certificates. So I feel that I can look 
you in the face again. . . . Eh well, so long! It’s good of 
you to say such nice things of our small efforts, but we're really 
trying to help, you know.’ 

“Robinson’s effort to restrain Jones from flying from his 
praises proving vain, he sat for awhile and pondered on the two 

cases. 

“But I need not tell you his conelusions.! I’m afraid my story's 

rather long already,” said Solomon. “And now I fear I must hurry 


1As neither King Solomon nor the banker explamed the conclusions to be 
drawn from the two cases, I do so, though with diffidence. I suppose they would 
be something like the following: 

Smith had at best merely put his own anc his banker’s credit at the disposal 
of the government on false pretences for a few months during which someone 
else (such as Jones) had been able to build up new savings with which to replace 
the gap left when Smith sold hisloan. More probably he had compelled the gov- 
ernment to find £50,000 in June to wipe out (by means of the special war loan 
depreciation fund) the fictitious credit based as it proved on no real goods and 
services, which Smith in a moment of shallow emotion had allowed the govern- 
ment to build upon. 

On the other hand, Jones in six months had: 

1. Saved £600 to repay his bank, thereby 
2. Setting goods and services to that amount free for the government 
3. Undertaken to save a further £600 and already saved part of it 
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off or I shall be late in Arabia. The connections are not good, I 
find, in these days though I’m glad to say that Beersheba Junction 
is open again. Goody-bye, my friend.” 

And with that he vanished, and the banker somehow disap- 
peared too. But I noticed that a fly leaf had dropped from King 
Solomon’s pocketbook, and when I picked it up I found it covered 
with all sorts of odd sentences in.& minute handwriting, of which 
I quote a few: 

“He that gathereth not scattereth abroad." 

“ Every dollar saved helps twice, first when itis saved and again 
when it is lent to the nation." 

* Milliors in the belligerent lands have for the first time an oppor- 
tunity of laying by a little capital. It is the chance of generations. 
Will they not take it? They help their country and themselves 
by saving." 

“If man would but learn the duty of right spending, he would 
learn the greatest pleasure in the world." 


. There were other sentences also which I did not decipher. But 
I particularly noticed that on each side of the fly leaf there was 
printed in red letters a sentence which evidently appeared in a 
similar place on each leaf of the note book from which 1t came, and 
the sentence was this: 

“Where there is no Vision the People perisheth." 


4. Lent the £500 to the government for war purposes on the security of 
` his intention to save, backed by the bank’s credit, thereby 

5. Giving the government command over goods and services to the full 
extent to which the self-denial of the Jones family was setting goods 
and services free, and 

6. Had evidently been exercising an untold influence for good in aiding others 
to find fit places in a nation organized for war. 

B. P. B. 


THE FINANCIAL PROBLEMS OF ITALY 


By F. QUATTRONE, 
General Secretary, Tigh Commissioner of Italy. 


In America’s social organization, which is based upon indi- 
vidual liberty and in which every economic enterprise has had 
capital as its basis, all energy, all means of production have always 
been concentrated in the mcst appropriate way, and the entire 
available capital has always been employed in the most intensive 
manner. 

The country’s very large production and the wide extent of its 
trade have produced enormous wealth. Thus, when the supreme 
moment of decision arrived, this wealth converged towards the 
realization of great democratie and humanitarian ideals, which are 
the basis of President Wilson’s policy, and other currents of capita] 
flowed towards the success of your liberty loans, in order that your 
government might be placed m & position to take a powerful part 
in the solution of the financial problems of its European allies. 

To accomplish this great and strenuous task which America 
has undertaken, there are required men who can face a superhuman. 
work of preparation to overcome the greatest difficulties. Men of 
strong fiber, intelligence and endurance, able to give impulsive force 
to the new course that the finance of the United States has been 
called upon to take. America has had these men and it is now 
with respect and emotion that I mention the names of William G. 
McAdoo and Oscar T. Crosby. Only through the activity of these 
two men and that of all of their coadjutors, bas the United States 
been able, up to the present time, to grant to the Allies a loan of 
$2,851,000,000, while the second liberty loan has also proved a great 
success. 

What are the economic.difficulties of the Allies? What are 
Italy’s sufferings? What are we, ourselves, in this cataclysm which 
has turned the world into chaos? Let us have a broader vision of 
this war. What matters most is that civilization might be recon- 
structed, and that the world might be reorganized for the cause of 
liberty, justice and peace. 
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The Allies are concentrating all their efforts; Italy stands now 
in the first line ready to endure with incredible sacrifices of abnega- 
tion the mos; tremendous attack of the Austro-German forces. But 
notwithstanding these conditions, we feel sure that in the end, the 
unity of Europe will not be formed under the heel of the junker, 
and then America will realize the part played by her in the unity 
of all democratic Europe. ` 

Let me say a few words about Italy. I shall confine myself to 
financial matters. The financial situation contains, often in itself, 
virtues, sacrifices and the destiny of a nation—and this is the true 
case with my country. At the outbreak of the war, in order to meet 
with the enormous requirements of her army and navy, Italy made 
appeal first of all to internal savings: four internal loans have been 
floated for the amount of four billions francs, and this the entire . 
nation has answered unanimously. But loans are not sufficient to 
keep up the needs of a nation; they must be supplemented by a 
constant flow of other revenues. From this follows what we call 
“fiscal policy,” or in other words “system of taxation." 

In normal times, prior to the war, we had direct taxes on land 
and properties, income taxes, taxes on business transactions, on 
the manufacture of the most important and indispensable products 
(as sugar, oil, bicycles, motorcycles, automobiles, alcohol, beer, gas, 
electricity, etc.), customs house duties and maritime charges. We 
had a monopoly of tobacco, salt, postal facilities, telegraphs and 
telephones, and the government took over the management and 
control of the entire system of railways together with certain steam- 
boat lines between the continent and the islands of Sardinia and 
Sicily. The collection of all these revenues wisely managed was 
sufficient to cover the enormous expenses sustained by the state. 

How many other sacrifices have been undergone by capital, 
property and Italian labor on account of these high national aims? 

I repeat that the financial situation of a people sometimes 
reveals great virtues: I can tell you that the payment of fiscal con- 
tributions in my country is a sentiment of duty as deep as religion. 

When the war broke out the Italian government could not do 
otherwise than to take recourse again in its most secure sources of 
revenue. New sacrifices have been asked, much heavier demands 
have been made on the old revenues, increases in the prices of all 
monopolized articles have been applied, postal, telephone and tele- 
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graph rates also have been increased; railway facilities have been 
curtailed; while new government monopolies have been created, 
such as the manufacture of matches, playing cards, and recently 
the manufacture of shoes. 

All of the existing taxes for the manufacture of the most indis- 
pensable and important articles have been raised again and war 
taxes have been imposed on theaters, moving pictures, automobiles, 
driving horses, carriages and servants. The whole amount so col- 
lected by the Italian government during the fiscal year 1916-1917 
reached the figure of 3,207,226,394 lire against 1,854,023,147 lire 
collected during the fiscal year 1914-1315. 

Notwithstanding these facts, our system of taxation had to 
attain a higher goal full of significance and results. It was neces- 
sary for my government to deal also with excess war profits and 
find in the industries created by the war a new source of revenue; 
in such way a limit has been put to the enrichment of those making 
big profits out of the war industries. A new tax has been imposed 
and consequently from 60 per cent to 80 per cent of the profits of 
the Italian manufacturers and merchants is passing from them into 
the Italian Treasury. 

Later the extraordinary emergencies of the war have compelled 
us, a8 France and England, to avail ourselves of the loans of money 
granted by the United States. 

My country, which has almost six million sons in the war, is 
the country of labor. Labor is the force which creates and aug- 
ments national prosperity. Many of you who have travelled in 
Italy in times of peace were attracted by the beauty of the land- 
scape, by the ruins of our ancient civilization, but perhaps did not 
have time or wish to examine the economic progress of Italy in the 
new century. 

I do not wish to tire you with figures, but cannot refrain from 
mentioning some significant data showing our economic develop- 
ment. I shall not dwell upcn metalurgic industries; which, for 
example, while in 1901 produzed only 15,000 tons of pig iron and 
123,000 tons of steel, in the year preceding the war had attained 
respectively 379,000 tons of pig iron and 800,000 tons of steel. I 
. shall not emphasize the fertilizing industries, which from 900,000 
tons produced in 1900 has attained & production of over one million 
tons in 1913. 
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Quite avart from the fact that in 1913 the mercantile marine 
also has doubled the tonnage of imports, and the export trade with 
the United States has been doubled in comparison with the year 
1900, I wish only to remind you that Italy has a potentiality of four 
million horse power of hydrodynamic force, of which 24 per cent 
has been already utilized. I think that the following résumé, regard- 
ing the disposable amount of hydraulic power, in comparison with 
the percentage of utilization, can give you an idea of the progress 
attained already in my country and of what its industrial future 
will be: 

HYDRAULIC POWER 
Disposable Utilized, 
(1000 H. P.) percent 


Switzerlend. .  .. vost ue oor TER 2,000 25 5 
United Stalo s er Su aH. a AC. eee 28,000 24.9 
Italy 222 use sols deiweuqpeue aub Ede aa 4,000 24.0 
Canada. . 8,094 21 0 
Norway.. 5,500 20 4 
Sweden.. 4,500 15 6 
France. ... 2° aa ra 5,587 11.6 
SDA cR. 4^ “ge, isha skeet 5,000 88 — 
Porland Sone sue weh AEREN EO 963 83 


In eomparison with the territorial surface we have respectively 
the following which shows the amount of hydraulic power por 
square mile utilized: 


TGAIV S ooo dr dendo baa Baad eoe add 48.80 10 70 
NORWAY. agunia NEED MUS ERRER UMS 44.30 9 02 
SPH ow —— dE. ececisewese i 26.00 4.08 
Sweden. ....  .. ...... ee 26.00 4.08 
Franoe ces ueso ana wu P a d 27.00 3 14 
United States oo... ee eee eee ee 9.30 2.31 
Canada ua a teenth <. LAE 8.74 1.83 
England ^ 10.90 .91 


The immense reserves of our Alpine blue waterfalls and those 
of the Appenines are gradually being utilized and the so-called 
white-coal will solve the most serious problem of my country: & 
long system of electric wire will be extended throughout the Italian 
peninsula, like so many arteries carrying life through the human 
body. 
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I said that labor is the force that creates and increases the 
prosperity of a nation. You may see at close range what a precious 
contribution of industrious and intelligent labor has been given in 
this prosperous country by the Italian immigrant, and you can 
follow also the progress of this large colony of ours. While the 
Italian emigration to the United States during the year 1880. was 
only 11,000 persons, in 1901 it reached 125,000 and in 1913 about 
407,000. We in Italy say that tke biggest Italian city is New York, 
where about 700,000 Italians are living. 

In the meantime the Italian population increased from thirty- 
two millions in 1901 to thirty-seven millions at the present time. 
This increase means, for a country, an increase of its active forces, 
of its political power, an enlargement of its social, intellectual and 
political problems. 

The six million men will return after the war to the farms, to 
the industries, to the profitable work coming after peace, and there 
my country, notwithstanding the temporary reverses suffered, will 
grow stronger and with its immense work will certainly give proof 
of having well deserved the confidence placed in her by American 
capital in the time of need. 

May your country, inspired and with the full knowledge of the 
sacrifice of blood, money and propersy endured by all the allied 
powers, realize the necessity of coóperating with your government 
for the triumph of a universal snd real democracy, based on the 
principle of liberty and justice. 


te 
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BANKING, INVESTMENTS AND FINANCE 


ANDERSON, B. M., Jr. The Value of Money. Pp. xxviii, 610. Price, $2.25. 
New York: The Macmillan Company, 1917. 


Dr. Anderson has added a large book to the already voluminous literature 
relating to the value of money. His book is not only large, but also laborious, and 
much of 1t deals rather abstrusely with more or less familiar problems and condi- 
tions. THese characteristics tend to make a subject, of itself difficult, unneces- 
sarily repellent. There is a great deal of psychology, mathematics or mathemati- 
cal notation, and historical ‘‘side light” in this volume. In addition there is a 
great deal of bibliography, and the student gets the impression that the machinery 
employed is more important than the conclusions. It is not inconsistent with the 
criticism just offered to say that the volume shows learning and wide reading, and 
that for thosə who are able to sift, the material therein presented with some care, 
a perusal of the book may be of benefit. It might be an interesting book regard- 
less of its conclusions, if the author had avoided the use of an academic dialect 
which obscures the meaning of many sentences to all except those who have ac- 
customed themselves to the peculiar idiom which is used by some writers on value 
and money. 

Beginning with a treatment of economic value in the abstract, the author then 
offers a discussion of the value of money as a spacial phase of value. . This 1s con- 
tinued in various applications through four chapters which, with the first, make 
up Part I. Part II is a discussion of the quantity theory of prices and money, and 
of credit as a factor affecting money values. Incidentally, the author has some- 
thing to say of foreign and domestic trade, and the function of money and the 
precious metals therein. There is also some interesting discussion of stock ex- 
change speculation. Part ILI discusses the value of money and the position of 
credit as factors in the modern economic organization, while Part IV, The Recon- 
ciliation of Statics and Dynamics, makes some special applications of economic 
theory to mcnetary and price questions. Probably the matter contained in Part 
III will be of largest interest to the practical or general reader, and 1t is likely that 
the impressicn produced by the book will be dependent largely upon the judgment 
to be formed by such readers concerning the validity of the views and conclusions 
there set forth. 

In a broad way, the view of the author is hostile to the quantity theory of 
money, but he is apparently indisposed to accept any of the theories of money 
value now in existence. This would be no ground for complaint, if a new and 
more satisfactory theory were offered, but it is difficult indeed to ascertain the 
author’s idea on the subject. How strangely the phases of the book which have 
to do with strictly practical questions have been distorted by his tendencies 
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toward abstract speculation, are seen in his “important practical conclusion” 
(page 578), that federal reserve banks ought to be allowed to rediscount stock 
exchange paper. It is difficult to follow Dr. Anderson through the peculiarly 
twisted reasoning which has led him to a conclusion directly at variance with the 
judgment of both theoretical and practical men regarding a great question of ad- 
ministration and management in banking. Further continuing the same line of 
thought, there is evolved the remarkable theory that no bank reserves are needed. 
This, indeed, could scarcely be believed, were it not expresely stated by the author 
in so many words (page 543), where he says: “As we approach static conditions, 
we need less and less gold reserve behind bank demand liabilities. The static law 
of bank reserves is that none are needed.” This singular “‘law” should be placed 
aide by side not only with the view that rediscount institutions should take up 
stock exchange paper, but also with other vagaries of thought which appear from 
time to time throughout the work. 

It is no reflection upon Mr. Anderson or his work to say that the subject with 
which he deals is one of great breadth and difficulty, and that it has not yet been 
adequately presented. 

H. Parker WiLLIS. 

Washington, D. C. 


ATwoob, ALBERT W. How to Get Ahead. Pp. 277. Price, $1.25. Indianapolis 
The Bobbs-Merrill Company, 1917. 


Mr. Atwood has admirably succeeded in his purpose: to write a book “for 
young men and women of moderate earning capacity which will help them save 
and invest money.” - 

The subject is approached with a sound knowledge of the principles 
involved, and Mr. Atwood, in his capacity as Lecturer on Finance at New York 
University, has come personally m contact with the group to which he writes. 
Intensely practical, the book contains various helpful suggestions as to budgeting, 
easy-term investments, etc. The names used to designate the different types of 
bonds, stocks, mortgages and insurance policies are carefully differentiated and 
explained. 

“There is no great secret about earning money." says Mr. Atwood, “but it is 
a hard task to spend money judiciously after having earned ıt.” 

Perhaps because of the effort to be absolutely clear, the author gives way to 
somewhat needless repetition. It has neither lizerary merit nor new ideas; it 
simply states in clear, readable English the “hows” of saving and investment. 

E. H. 


Bancrort, Huau. Inheritance Tazes for Investors. (Second edition, revised.) : 
Pp. 133. Price, $1.00. Boston: Houghton, Mifflin Company, 1917. 


The author summarises inheritance tax legisletion passed in the United States 
and Canada down to January 1, 1917. Numerous tables show the state and na- 
tional tax rates and brief comment i8 made upon the equity of the various laws. 
Considerable attention is given to state taxation of securities issued by domestic 
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corporations but belonging to the estates of non-resident decedents. The publi- 
cation serves as a convenient handbook both to investors and to students of public 
finance. F. T. 8. 


CoLnvER, CLINTON. How to Analyze Industrial Securities. Pp. 204. Price, 
$2.00. New York: Moody's Investors Service, 1917. 


Investment banking houses make a rough classification of businesses for the 
purposes of finanoing which divides private corporations into railroad, public serv- 
ice and industrial. All corporations which are not railroad or public service are 
classed as industrials. Even mining corporations fall into this classification. 
Obviously, however, the wide variety of businesses called industrial makes the 
formulation of principles for analysis of industrial securities a more difficult matter 
than for securities which are based on a single kind of business, as that of the rail- 
roads. Puklio service corporations form & compact group of business resting on 
the same bese and with many more points of likeness than of differencesabove 
their entirely common base. Besides the similarity of the businesses, the super- 
vising bodies and the managers by agreement have come much nearer a uniform 
and complete accounting and publicity of that accounting than the so-called, in- 
dustrials. Industrial securities are for the most part later comers into the general 
investment market than either of the other classes. All these reasons account for 
the fact that so little has been done in any attempt to systematize the study of 
industrial securities. 

Mr. Collver's book is a pioneer work and on that account much is to be for- 
given it in the way of sketchiness. The student of securities owes the writer much 
for what he has accomplished. The most useful parts of the book are the brief 
chapters under the general heading of Business Factors on Fluctuations in De- 
mand, Divecsification (of product), Integration—Sources of Supplies, Standardiza- 
tion and Location, and on Competition, and certain suggestions on the study of 
the balance-sheet and income account. 

Hastines Lyon. 
New York Ctty. 


EacusER, FRANKLIN T. Foreign Exchange Explained. Pp. xii, 219. Price, $1.25 

New York: The Macmillan Company, 1917. 

Students of banking and foreign exchange will be inclined- to consider this 
volume merely a revision and expansion of Mr. Escher's Elements of Foreign Ez- 
change. This supposition is incorreot, as the book has been entirely rewritten. 
The order of the material has been changed, there are some condensations and 
numerous additions. 


The treatment is still the most satisfactory introduction to the subject that - 


we have in the United States. The author writes clearly and simply. Some 
topics, however, could have been covered more fully to the advantage of both 
academic and practical students of the subject. One of these is a more complete 
treatment of the exchanges during the war. Some aspects of this are undoubtedly 
of temporary rather than of permanent interest but others are more significant. 
Probably the most important of these is the growing extent to which governmental 
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(or central bank) fiat is the controlling force in gold movements rather than the 
fact that exchange quotations have reached the gold points. Profits in foreign 
exchange dealings formerly dependent on the movements of these exchange quo- 
tations are now determined by the principles guiding our federal reserve board 
and similar bodies in other countries. An analysis of this influence, which haa 
been growing in significance for some years is greatly needed. 

E. M. P. 


Bosrness Law 


HuorrcuTr, EguNEST W. The Elemenis of Business Law. (Revised by George G. 

Bogert.) Pp. xiv, 319. Price, $112. Eoston: Ginn and Company, 1917. 

A treatise such as this covering 80 many branches of the law, namely, con- 
tracta, sales, bailments, insurance, guaranty, negotiable instruments, agency, 
partnership, corporations and property, must of necessity deal very briefly with 
each of them. The author, however, has in part cvercome the difficulty of limita- 
tion of space by adopting the plan of giving a very concise statement of the main 
principles of law, and illustrating the principles by short practical cases showing 
their application. 

A feature of the book which is to be particu_arly commended is the plan of 
placing at the end of each chapter a number of conzrete legal problems for solution 
by the student. 

The problems are well selected and should accomplish the aim of the author 
of schooling the student in the application of legal principles to every-day problems. 

C. N. C. 


Forpiagn TRADE AND COMMERICAL GEOGRAPHY 


Parursson, C.E W. and Srevenr, W.Banwze. How todo Business With Russa. 
Pp. xviii, 202. Price, $225 New York: Sir Isaac Pitman and Sons, Ltd, 
1917. 


This is a hand-book of substantial value to all who are interested. in trade 
with Russia. About half of the book represents ‘a summary of the experience 
and business methods of Mr C. E. W. Petersson, a merchant of Petrograd and 
Riga, who for many years carried on a large trade in machinery and kindred goods 
with various Russian towns." ‘The remaining pari, by Mr. Steveni, consists of a 
compact and illuminating description of the resources and business conditions of 
different portions of European Russia aud of Siberia,—accurate, and suggestive 
of the immense wealth that lies idle for lack of development. Mr. Petersson’s 
section (translated for this book) contains a great mass of details about business 
methods in Russia, and the banking and other machinery involved therein, to- 
gether with sound and accurate advice as to lezal remedies against Russian 
debtors. He does not mention, however, the very important law of August, 1916, 
by which the fraudulent transfer of property by debtors appears to have been 
made exceptionally difficult. Mr. Steveni points out the serious fact that previous 
Russian import tariffs have greatly interfered with imports into Russia, and sug- 
gets, what is unquestionably true, that Russia herself would be much better off by 
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making easie> the import of machinery and other appliances on which her develop- 
ment is largely dependent. An item properly emphasized as of capital impor- 
tance in tracing with Russia, is the selection of agents, or agencies, to represent 
the foreign merchant or manufacturer. For Americans intending to enter the 
Russ-an trade, this point ought to be seriously-—one might almost say prayerfully—- 
considered. Business mannets and methods in Russia, are antipodal to those of 
America, and the wayfaring American exporter may readily go astray therein. To 
return to the book in hand, it is decidedly worth study. Itis doubtfulif any other 
on this subject in the English language i is so full of good matter not otherwise 
readily accessible. BEsNJAMIN BAKER 
Editor of “ Russia," 
New York City. 


INSURANCE 


BrawcHaRD, RaneH H. Liability and Compensation Insurance Pp. xii, 394 
Price, $2.00. New York: D. Appleton and Company, 1917. 


Under the above title is published a book of 286 pages of descriptive material 
and 108 pages of an appendix The main body of the book is divided into three 
parts: Industrial Accidents and Their Prevention; Employers’ Liability and 
Workmen’s Compensation; Employers’ Liability and Workmen’s Compensation 
and Insurance. The Appendices are made up of the New York Workmen’s Com- 
pensation Law and policy contracts for this kind of insurance applying to a manu- 
facturer’s risks, together with an index. 

In Part One, the author discusses the extent, character, and prevention of 
industrial accidents, and the results of accident prevention. 

In Part Two are considered such subjects as the Law of Negligence, the de~ 
fects of employer’s liability, the historical development of workmen’s compensa- 
tion, together with a discussion of the legislation and legal questions which have 
arisan as & result of the enactment of these laws. 

The subject matter of Part Three is concerned with the insurance under em- 
plover's liability and workmen’s compensation legislation, including such subjects 
as the policy contract, the determination of rates, and the reserves to be held. 

The author has very well selected his material, and the general brevity of the 
treatment ‘s to be commended. It would, doubtless, have been possible for the 
author to have written a book of much greater length, but his treatment will sup- 
ply all the legitimate needs for the class room or for the general reader who wishes 
to acquaint himself with the development of insurance of this character, as well as 
the kinds which are now in force. 

It is wall known that there are many unsettled questions in this field of in- 
surance, for example, whether workmen’s compensation should be supplied by 
private companies or directly by the state, or such questions as the determination 
of the rates. The author does not attempt to dogmatize on these mooted ques- 
tions 

At the close of the chapters, there is given a list of excellent references. One 
wanders why it seamed advisable to the author to divide 286 pages of material 
into twenty-two separate chapters. Some of the chapter headings seem unfor- 
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tunate, as, for example, Chapter 9, Chapter 10, and Chapter 11 in Part Two, each 
of which has a title ‘‘Workmen’s Compensation Legislation in the United States 
and Territories." 

In some cases the tables supplied are not legible and in a few cases there 
seems to have been careless proof reading. This, however, is a question of print- 
ing, rather than of the material, a minor defect whish in no sense seriously weakens 
the general excellence of the book. The material, as a whole, is a very valuable 
addition to the sparse literature on insurance, and Mr. Blanchard is to be com- 
mended for making accessible in this field of insurance such an excellent, concise 
discussion of the subject. W. F. GREPHART. 

Washington University. 


MERCHANDISING: WHOLESALE AND RETAIL x 


Horouxis, W. R. Making More Money in Storekeeping. Pp. xix, 364. Price, 

$3.00. New York: The Ronald Press Compeny, 1917. 

This book lives up to the implication in its title: to help the storekeeper make 
more money. It is not a text on retail merchandising, but rather a series of in- 
spirational editorials on nearly all phases of the Eusiness-getting side of modern 
Storekeeping. The work is designed prinupally for the retail merchant and his 
employes, and it is especially ‘helpful to the owners and employes of embryonic 
department stores. While not scientific in method, it is a book that would induce 
the retail merchant to make a scientific stucy of his business. It leads him to ask 
himself important questions about his business. For example: “Who doesn’t buy 
in your store?” “What trade do you wanz?” ‘Do your people (meaning em- 
ployes) believe in your store?" ‘‘What unprofitable departments can you kill?" 
Such questions are the titles of many chapte-s, the contents of which stimulate the 
merchant into an active desire for the solition of the problems the questions 
designate. * . 

Although nearly all of the book is primarily inspirational both in material 
and in style of expression, there is a great deal of specifically instructive matter, 
especially in the parts on advertising and on the training of salespeople. In fact, 
throughout the book the author’s long experience as advertising manager for John 
Wanamaker, New York, is evident in the wealth af concrete matter he presents. 

The policies and methods advanced are all in accordance with;the best of 
modern practice in retailing. The material, however, could have been stated 
more scientifically and in much smaller space, although that treatment would 
probably have robbed the book of its power to stimulate, which is its prime pur- 
pose. H. MoJounsrox. 

University of Illinois, 


STATISTICE 


CoprsLAND, MxnviN T. Business Statistics. Pp. xii, 696. Price, $3.75. "^ Cam- 
bridge: Harvard University Press, 1917. 
Professor Copeland’s volume is undoubtedly a step toward meeting a need 
whieh]has long existed for some discussion of the application of statistical methods 
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to the practical conduct of business. These methods have come to be quite gen- 
erally applied in the management of all large corporations within recent years and 
the necessity for some available descriptior of such applications, especially in col- 
leges of business administration, has been apparent. 

No criticism can be made of the arrangement of the selections included 
There is an exposition of some fundamentzl statistical principles which are neces- 
gary as a basis for subsequent discussions, followed by a number of articles on the 
uses of statistics in advertising, retailing, cost accounting, factory administration 
and business organization. Great care and attention evidently has been given to 
the judicious selection of articles, the reason for the appearance of most of these 
being apparent. Some objection may be made, however, to articles dealing with 
costs, not on the ground of their usefulness but for the reason that this has usually 
been considered a field preempted by accountants. Thus Bowley draws a dis- 
tinction between statistics and accounting on the ground of the relative exactness 
of the figures. While we may not agree with the correctness of this reasoning we 
may still recognize that beyond a certain point in this direction the statistician 
becomes an accountant. On the other hand statistical training is highly valuable 
to the accountant. 

Among the contents special mention may be made of the vary excellent intro- 
ductions to the various portions of the volume by the editor and also of the valu- 
able and interesting articles by Messrs. Watkins, Mitchell, Copeland, Gantt and 
Alexander. The relative appeal of the articles dealing with special fields of course 
will depend somewhat on the direction of one’s interest. Taken as a whole this 
volume will be gratefully received by many who will find good use for 1t as supple- 
mentary reading in courses on statistics and by business men to whom it will afford 
suggestions as to practical applications of statistics in their daily work. 

i Roserr RiEGEL. 
University of Pennsylvania. 


'TRANSPORTATION 


MacGiup, CagoLniNE E. (prepared by: under the direction of B. H. MEYER). 
History of Transportation in the Uniled States before 1860. Pp. xi, 678. Price, 
$6.00. Washington: Carnegie Institution of Washington, 1917. 


This ic the fourth study to be printed in the cooperative economic history of 
the United States, planned and financed by the Carnegie Institution of Washing- 
ton, the three which have preceded this one dealing with the subjects of commerce, 
manufactures, and labor. It covers the subject of road, water (canal and river), 
and railroad transportation from the beginning of our national period to 1860. 
The colonial period is practically dismissed with a single sentence: ''Prior to the 
Revolution inter-colonial commerce was inconsiderable, and inter-colonial trade 
routes, where they existed, were entirely inadequate.” 

A great deal of preliminary work had been done on the subject of this volume 
by a number of collaborators, in the preparation of special studies, and these have 
been used freely in the writing of the completed narrative by Miss MacGill. In 
spite of the skill with which she has used this material and her own contributions 
in filling in gaps, the work is rather uneven both in fullness and merit. The sec- 
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tions dealing with roads are the least sstisfactory; the description of the internal 
improvements is compendious, but more attention is given to a full compilation 
of facts than to an economic analysis of the new system as an agency of transpor- 
tation. The same criticism might be offered regarding the chapters on the early 
railways, though an attempt is made to evaluate their importance in a final 
chapter. 

It 18 evident that every effort has been made to insure a dependable and ac- 
curate account of the development of tcansportazion in this country, and in this 
respect the work is a success. [tis a pecfect encyslopedia of names and dates and 
facts <A forty-page bibliography, a full index, and some excellent railroad maps 
add to its usefulness Probably more sredit for its excellencies are due to the 
editor, Dr. B. H. Meyer, than the modest preface would indicate 

E. L. Bogart. 
University of Illinois. 


BaAnNEY, WriuuiAw JosHUA (Compiled ay). Selected Bibliography on Ports and 
Harbors. Pp. 144. Price, $100. New Ycrk: The American Association 
of Port Authorities, 1916. 


In this volume Mr. W. J. Barney, zecretary of the American Association of 
Port Authorities, presents a selected list of references on the ports and harbors of 
the United States and the world’s prinzipal forecgn maritime countries. It in- 
cludes books, public and private reports, magazine articles, transactions of tech- 
nical associations, statute citations and references to port regulations. The biblio- 
graphical list is divided into two parts: a place end subject bibliography. The 
former is classified by continents, countries and individual ports. The latter in- 
cludes subjects such as port administration, free ports, belt lines, port and harbor 
engineering, costs, types of wharves, drydooks and freight handling facilities. 

G. G. H. 


ECONOMICS 


CHAPMAN, S. J. Outlines of Political Economy. (Third edition, revised and en- 
larged.) Pp. xvi, 463. Price, $1.75. New York: Longmans, Green and 
Company, 1917. 


Topical analysis and order of treatment are substantially the same in this as 
in the earher editions In many places there has been a rephrasing which im- 
proves the book for teaching purposes, and recent war developments have sug- 
gested additions which further contribute to the velue of the volume. Two new, 
final chapters afford an interesting historical survey of economic doctrines. 
R. C. McC. 


GRUNZEL, JosEF. Economi Protectionism (Ed. by Eugen von Philippovich). Pp. 
xiii, 347. Price, $2.90. New York: Oxford University Prees, 1916. 


To Dr. Grunzel, economic activity is of three kinds—private economy, world 
economy and national economy. When people dwell within a certain area under 
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& given political jurisdiction their common economic interests transcend in im- 
portance physical, religious and other differences, and the national economy be- 
comes the dominant economie unit. World economy is still in a primitive stage 
of development and a quest for its principies is vain. Nevertheless, world eco- 
nomic relations increase in complexity and tend to break into the national-economy 
sphere and economic protectionism appears. This protectionism is ‘the totality 
of those measures by which the national economy seeks to promote its interests in 
the world field." 

Protective policies may be applied erther to encourage or to discourage the 
movements of (a) commodities, (b) capital, or (c) labor, and therefore protective 
measures may affect each of the three either in a positive or in a negative manner. 
Thus conceived, the field to be surveyed is broad. A nation may in a negative 
manner influence the movement of foreign commodities into the country by cus- 
toms duties, adjustment of freight rates, through administrative regulations or by 
concerted popular action, such as the bcycott of foreign goods. Positive meas- 
ures having the same intent are export bounties, special freight rates on exporta, 
shipping subsidies and bounties, and other measures. Similarly capitel move- 
ments may be discouraged by the interposition of obstacles in the way of foreign 
enterprises, the exportation of domestic sapital and denationaliszation of capital. 
It may be encouraged by still other measires. Labor movements into and out of 
& country may also be encouraged or discouraged. 

Thus conceived, economie protecticnism is & broad subject. It is treated 
under three headings: (a) its genesis, (b) the directions it has assumed and (o) 
its effects. Past theories of protectionism are inadequate, partly becacse they 
apply chiefly to protective duties alone and partly because they assume a non- 
existent internationalism. A new theoretical basis is found in the fact that large 
investments of capital make imperative zh» largest possible stable market. Sta- 
bility of marketa both qualitatively and quantitatively may best be assured by 
“securing the domestic market to the business of a country by political means." 

Dr. Grunzel’s volume is the strongest modern presentation of the argument 
for protectionism. Its conception is broad and its treatment thorough. The 
reader is never in doubt as to the author's attitude but this apparent prejudice in 
favor of protective measures does not destroy the value of the treatment. 

E. M. PATTERSON. 


University of Pennsylvania. 


Trever, ALBERT A. A History of Greek Economic Thought. Pp. 161. Price, 75 

cents. Chicago: University of Chicago Prees, 1916. 

Dr. Trever furnishes the English reader with a treatment of Greek economic 
theorizing “written from the standpoint of the classicist, but with a view also to 
the needs of twentieth-century students of economics." ‘There is much in his 
treatment that is of distinct service to the latter group and doubtless also to the 
former. 
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WALLING, WILLIAM E. and LarpnER, Harry W: (Ed.) State Socialusm, Pro and 
Con. Pp. xliv, 649 Price, $2 00 New York: Henry Holt and Company, 
1917. Y 


State Socralrsm is defined as the po-icy of extending the economic functions of 
the state. Inasmuch as tendencies in this direction have been notable through- 
out the world for more than half a century, there is nothing new in kind about re- 
cent extensions of such activities. But the degree of progress has been so rapid 
since the beginning of the war that comprehensive samples of recent development 
are well worth collecting for general scrutiny and appraisal Pmmarily a source 
book, with selections written by experts or skillfully chosen from official reports, 
the volume is in no sense a plea for collectivism. Its object is simply to show the 
spread of state socialism and to indicate the possible direction and extent of future 
growth. 

Finance, transportation, the extractive and elaborative industries and social 
enterprises in the interest of the individual as citiven, consumer, producer and tax- 
payer, all receive illustrative handling which brings out the character and extent 
of recent collectivistic development. The task is well done. No attempt is made 
to force on the reader any particular point of view, but the mass of data leaves 
little room for doubt about what is really happening. Indeed, the accumulation 
of those data is so vast that the main field of usezulness of the book will doubtless 
be as a work of reference. R. C. McC. 


POLITICAL SCIENCE 


BARKER, Harry. Public Utdstg Rates. Pp. xiv, 387. Price, $4 00. New York: 
McGraw-Hill Book Company, Ine., 1917. 

GRUNSEY, CARL Ewatp and Grounskr, CARL EWALD, Jr. Valuation, Deprea- 
ation and the Rate-Base. Pp. viii, 374. Price, $4.00. New York: John 
Wiley and Sons, Ine., 1917. 


Public Utility Rates is a discussion of the principles and factors underlying 
charges for water, gas, electricity, communication and transportation service. 
The author is an engineer and associate editor of the Engineering News. He is 
thoroughly informed and his book is replete with sound information. Any writer 
on this subject must, under present cirzumstances, expect to have his book exam- 
ined closely whether he leans corporation-ward or public-ward. Mr. Barker has 
tried to steer his course between the two, but in case of doubt goes with the cor- 
porations. The author says, for instance, that some 6 per cent is not an unwar- 
ranted amount for omiseions in inventories though 2 or 3 per cent would seem to 
suffice for a large property of comparatively few items, and 15 per cent may be 
fair at the other extreme of a smaller property with many and scattered items 
which are difficult to check up Those familiar with the decisions on this matter 
will see that the author justifies a much higher percentage for omissions than is 
usually accepted by courts and commissions ‘The author’s analysis of depre- 
ciation as it affects utility rates is paracularly keen and worthwhile. That the 
book came out in the year 1917 is evidenced by the following statement. “There 
have been cases of vociferous demand for higher rates to prevent calamity, where 
equal energy applied at home to the study of organization of men and the use of 
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materials ana labor would go a great way toward the desired goal of larger divi- 
- dends." Ths ıs no doubt the best general book on public utility rates as distinct 
from railw&y rates thai has yet appeared. The book is full of solid information 
Very ample footnotes and reZerences nre a guide for checking up the sources and 
character of information 

Valuahon, Depreciation and the Rate-Base, however, does not equal this con- 
tnbution. Neither js it so well tempered with concern for the public interest as 
well as for the corporate interest The book covers old ground and does not do 
that particulerly well There are some tables in the Appendix which will be of 
material value and! assistance. These have to do with Probable Useful Life, 
Expectancy and Remaining Value, Amount of One Dollar at Compound Interest, 
Value of One Do Due at a Future Date, Amount of an Annuity of One Dol- 
lar, An Annuity Which Will Amount to a Dollar in a Given Time, Present Value , 
of an Annuity of Qne Dollar, Annuity Which One Dollar Will Purchase, and 
Amortization and Depreciation CLYDE L. Kine 

University of Pennsylvama. 


BEER, GEORGE Lou. The English-Speaking Peoples Pp x1, 322. Price, S1.50 
New York: The Macmulan Company, 1917. 


This volume covers nearly all those phases of international relationships 
which have significance for today or for the future, and will appeal to the widest 
possible grou» of ers. After two introductory chapters, whose theme is the 
necessity of modifying radically our present conception of unlimited sovereignty, 
if we are ever to achieve any sort of effective international organization, the writer 
in the following thrée chapters shows clearly how our initial reaction to the war, 
one of lofty sense of tisolation. was the direct result of our century long consistent 
foreign policy of sorte in European affairs. 

lt is in the last! three chapters, however, that the author really presents his 
main thesis. This is that there exists a fundamental unity of racial, cultural, 
economic, and political interests among the various Englsh-speaking peoples 
This contention is driven home with such a wealth of illustration that its funda- 
mental truth is proved beyord any serious doubt. One cannot urge too strongly 
the desirabilizy of a| more general appreciation among our fellow citizens of this 
essential community of interests 

The volume, made up as it is in part of articles previously published, suffers 
from a lack of coherpnee This defect is made more evident by the author's ten- 
dency occasionally to elaborate his arguments unnecessarily. Despite these de- 
fects, this book must remain one of the most suggestive that the war has thus far 
inspired. J. G McD 
i 
James, Herman G| Municipal Functions Pp xi, 369 Price, $2.00. New 

York: D. Appleton and Company, 1917 

Pope, I think it was, who, taking advantage of the license popularly granted 
his profession, ak ima wi the field of municipal activities, and concluded: 

Of forms of government let fools contest; 
&te'er is best administered is best. 
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' We have many volumes that discuss the forms of municipal government, 
with detailed and comparative explanations of the powers and duties of the vari- 
ous officers, boards and commissions operating under cny given system. With 
elaborations of the activities or functions themselves we have not been supplied 
so generously. This is the aim of Dr. James’ booz, and he has succeeded remark- 
ably well "Throughout this work but little attention has been devoted to the 
subject of governmental machinery, for the chief concern here has been to point 
out what every city should do no matter what form of government it might be 
operating under” (p 347). 

The author, however, does not agree with the poet’s conclusion as to the or- 
ganization of municipal government, observing ‘‘that while the end is much more 
important than the means, there may be a vast difference in the ease with which 
the end is to be accomplished, according to whether or not the most suitable means 
have béen employed" (p. 347). This same spirit of intelligent toleration per- 
vades all the many mooted questions discussed. 

Municipal Functions surveys the feld of the major activities of the typical 
city in such a way that it may be of great value as a guide to a college class in 
municipal administration. At the same time the average citizen will find it en- 
tirely readable. The relationship between success in management and the adop- 
tion of definite policies in municipal affairs is poirted out in every chapter. It 1s 
this feeling, unconsciously seeping into Lis mind, that will change the city dweller 
into & citizen. E 

The work of the various departmen:s of the average city is taken up in detail. 
City planning, public morals, education, budgets and accounting, public works, 
health and safety are a few of the subjects given consideration. There has been a 
conscious omission of footnotes and bibhography. 

Certain general conclusions are open to criticism. For example, there is ample 
reason for the contradiction of the statement (p 146) in reference to prostitution. 
It is a recognized fact that it has not ' been forbidden in every civilized country 
by law." Abraham Flexner, in Prostitution un Europe says: "In England, Italy, 
Norway, Holland and Switzerland there 1s no penal enactment against prostitu- 
tion as such.” In a memorandum to the Corporation of Glasgow, the Chief 
Constable declares. ‘“Immorality in itself is no offense against the law” 
We are impressed, however, with the open mind with which the many controversial 
questions are approached. The aushoz has no reformer’s axe to grind at any 
point In each case the facts are presented, pro and con, and the dogmatic con- 
clusion, if there is to be one, 1s left to the reader for formulation. 

H. G. Honcrs. 
Cleveland, O. 


Kawakami, K. K. Japan in World Politics. Pp. xxvii, 300 [ Price; $1.50. 
New York: The Macmillan Company, 1917. 


Mr. Kawakami, a partly American-cducated Japanese, so far as his advanced 
work is concerned, and a follower of Karl Marx who has modified his extreme 
socialistic views after an extended residence in the western part of the United 
States and marriage fo an American woman, has become a somewhat prolific 
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writer, not to say|propagandist, onjthe subject of the diplomatic relations of Japan 
and Amenca. Whether ohe reads his Ame a£ the Door, his Ámerwan-Japanese 
Relations, the present work, or his Modern Germany and other attempts in Jap- 
anese, the reader will be impressed with the same note through all of apologetics 
for his native land cr the lament that neither has the United States nor have other 
Western Powers admitted Japan without reservation and fully into the comity of 
nations or tc & complete social and legal equality. The author’s announced and 
laudable motive is to promote friendly relations and good feeling betwean the 
United States and Japan, the two nations most concerned in the political and 
economic questions that determine the future of the lands bordering on the Pacific 
Ocean. The whole viewpoint, however, is essentially Japanese and asserts the 
following disputable and in my opinion untrue major premise that Japan has not 
received a square deal from America. This unhistorical attitude somewhat mini- 
migzes the author's chance of becoming the ideal interpreter of rational relations 
between the two countries, such as are typified in the Root-Takahira and Lansing- 
Ishii "gentlemen's agreements” which have signalized and emphasized tke per- 
sonal and national attitudes of America to Japan under the Roosevelt and 
Wilson administrations. It is safe to say that this attitude has never seriously 
varied since the days of Commodore Perry, on the part of the United States at 
least. Mr. Kawakami’s book will and should be read, however, by all those who 
wish to be informed on moderate Japanese opinion on certain controverted diplo- 
matic or ecanomic questions between the two governments, especially on those 
relating to California, Mexico, the Philippines, China, and German ambitions 
and dastardly intrigue. It offers some antidote to the Jingoistic utterances, writ- 
ings and doings of certam American, Japanese and German trouble-makers. 

Mr. Kawakami has a personal axe to grind also because he desires to become 
a naturalized citizen of the United States and he regards our attitude against nat- 
uralization a3 the real menace to our future relations with Japan. Equally as fan- 
tastic is his doctrine that Japan, the most serious enemy of the “Open Door” in 
China and tke chief power threatening Chinese integrity," prior to Mr. Lansing’s 
agreement with Ishii, has been the sole nation to fight to maintain these prin- 
ciples. The “Open Door" is well known as an American policy begun in the 
American-Chinese Treaty of Wang Hia and emphasized by John Hay. 

J. C. Batuaae. 
University of Pennsylvania. 


Lary, Jonn A. (Compiled by). Important Federal Laws. Pp. xv, 933. Price, 
$6.00. Indianapolis: E. F. Bowen and Company, 1917. 


In this volume Mr. Lapp, whose legislative work is widely known, seeks to 
give within the compass of less than one thousand pages a compilation of the more 
important recent federal laws. He has succeeded admirably, has used excellent 
judgment in the selection of statutes and in summarizing, where this is neceasary. 
The result is a remarkably compact and handy volume printed in clear, large type 
on thin paper, —a book that will be indispensable to the banker, the journalist, the 
lawyer, the lecturer, the teacher and the advanced student of social science. It 
will algo prove a valuable reference work for general libraries. 
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The statutes cover a wide range o? subject matter and are grouped together 
under the following heads: Agriculture, Vocational Education, Banking, Immi- 
gration and Naturalization, Business Regulation, Food and Drugs, Labor, Taxa- 
tion, Commerce, Elections, National Defense, Trade Marks and Copyrights, 
Moral Reform, Bankruptcy, Criminal Code, Judicial Code, Health and Roads 
Within these groups all statutes of importance up to those passed in the early 
summer of 1917 are given. Some interesting facts stand out from & perusal of 
these laws. Most of them have been Dassed or revised since 1910, showing how 
recent is the main body of regulative statutes. They provide for an extensive 
increase in the national administrative machinery to carry out their enforcement 
A large proportion of them are based upon the federal power to regulate commerce, 
although many are not commercial in their chief purpose. While the legislation 
since the date of publication has been extremely :mportant, especially in the field 
of taxation, the present compilation is highly satisfactory in all respects. Profes- 
sor Lapp has performed a real service in selecting and bringing together in this 
convenient form the chief federal measures of present interest. 

James T. Youna. 
Universtiy of Pennsylvama. 


Root, Ermu. Latin America and the United States. Pp. xvi, 302. Price, $2.50 

Cambridge: Harvard University Press, 1917. 

Of the many notable addresses delivered by Mr. Root as Secretary of State 
and as a member of the United States Senate, certainly none have had a larger 
international influence than the series cf remarkable speeches which he delivered 
during his tour through South America at the zime of the Third Pan-American 
Conference held at Rio Janeiro in 1908. These addresses possess a significance 
far deeper than the mere formal greetings of « distinguished representative of the 
government of the United States. They breathe, not only a broad patriotism, 
but carry to our sister republics a message of true friendship and helpfulness. 
They mark a distinct epoch in the attitude of these nations toward the United 
States. 

In Mr. Root’s addresses there is totally absent that spirit of condescension 
characterizing so many American uttecances; an aititude which has done much 
injury to our relations with Central and South America. Particularly notable is 
the address delivered at the Third Pan-American Conference. On this solemn 
occasion he summarized in admirable form the spirit which should dominate the 
relations of the American countries with one another. This one address should 
be read and re-read by the American people, and it is no exaggeration to say that 
future generations will find therein the best anc highest expression of American 
foreign policy. L. S. R. 


RoxsuzaH, Ronatp F. Internahona: Conventions and Third States. Pp. xvi, 
118. Price, $2.50 New York: Longmans, Green and Company, 1917. 
This is another addition to the series of contributions to international law 

now being brought out under the editorship of Professor Oppenheim of Cambridge 

University. Inasmuch as it deals with only one of the multifarious questions of 
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international law, it will appeal to the specialist rather than to the general student 
of international law. ‘The author undertakes to answer a question which has 
never heretofore been the subject of research: What is the effect of international 
conventions on other states than those which are parties thereto? Recently this 
question sprung into importance by the case of Costa Rica v. Nicaragua before the 
Central American Court of Justice in which the Court held that the Bryan- 
Chamorro treaty of August 5, 1914, between the United States and Nicaragua 
violated certain rights of Costa Rica. The author reviews the principles laid 
down in the municipal laws of the more important states so far as they deal with 
the matter. He then summarizes and criticizes the opinions oi the jurists and 
text writers who have previously considered the subject. Finally, he examines 
the precedents that have arisen in diplomatic practice, and on the basis of the in- 
formation obtained from these thres sources, he formulates his own conclusions. 
Altogether the monograph throws much light on a hitherto neglected subject 
and as such it is a distinct contribution to the literature of international law. It 
contains a valuable bibliography of the authorities who have heretofore touched 
upon the question which he attempts to answer. J. W.G. 


SOCIOLOGY 


ELLWOOD, Caarums A. An Introduction to Social Psychology. Pp. xiii, 343. 

Price, $2.00. New York: D. Appleton and Company, 1917. 

This is virtually a revised edition of the author’s Soctology in tts Psychological 
Aspects published in 1912. The subject matter has been somewhat modified and 
rearranged; the terminology varied; but the viewpoint is unchanged. The style 
18 clear. The author knows the other writers in his field and presenta their views 
accurately He uses ordinary terms wherever possible and for this deserves much 
credit. ; 

The first three chapters are introductory. In them are sketched social psy- 
chology, the evolution of organisms, and the nature of human society. In the 
next five chapters the nature of social unity is discussed at length as is also social 
change under normal and abnormal conditions. In the succeeding chapters 
special topics such as the rôle of instinct and intelligence, imitation and sugges- 
tion, sympathy and consciousness of kind are treated, the closing chapter being 
in reality a summarv on the nature of society. 

It would be easy for the reviewer to discuss at length many of the views pre- 
sented and to questicn certain of the conclusions reached. For instance the hedon- 
istic explanation of conduct is rather lightly disposed of on the ground of the inborn 
activity of the organ:sm without regard to external stimulus. Iam not convinced 
that the problem ends there. The great question which comes to the mind is not 
concerned with the author’s positions but has to do with the reliability of the data 
presented by psychology on which social psychology must be based. Here I have 
many doubts. Admitting this situation, I must compliment Dr. Ellwood on his 
ability to select and present his material. His discussion is timely and stimulating. 

CARL KZELSEY. 
University of Pennsylvania: 
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HAMMOND, J. L. and HAMMOND, BARBARA. The Town Labourer 1760-1888 Pp. 
xi, 340 Price, $3.50. New York: Longmans, Green and Company, 1017. 


In the Annaxs for July, 1912 the reviewer had the privilege of calling atten- 
tion to a previous volume, The Village Labourer, by these authors. The high 
standards set in the first work are maintained in the present study. It is scholarly 
and accurate; careful references being given to the authorities cited. It is very 
readable and full of human interest. The authors are to be congratulated upon 
their success in telling us of the life of the working people during one of the most 
important eras in English history. The problems created by changing industrial 
conditions are carefully analyzed and the mental attitude of the various groups 
clearly set forth. In fact, I thmk that this fair statement of the motives actuating 
the governing class, masters and workmen is probably the greatest contribution 
the authors have made. 

From the rise of the manufacturing town, tie book proceeds to describe the 
administration of ‘justice, the rise of the trade unions, the employment of children 
in mills and mines. Attention then is turned to the attitude of the rich, their 
conscience, their philanthropy. Next follows the consideration of the resources 
of the poor, their spirit of union and religion, their ambitions. Incidentally con- 
siderable light is thrown upon various more or less well known personages. 

The volume will be of interest and value to all who are concerned with in- 
dustrial history or who desire to know more of the backgrounds of important social 
questions CARL KELSEY. 

University of Pennayloania. 


Lock, R, H. Recent Progress in the Study of Vcriaton, Heredity and Evolution. 
(Fourth edition, revised by L. Doncaster.) Pp. xxiv, 336. Price, $2.00. 
New York: E. P. Dutton and Company, 1916 


The purpose of the new revision of this work has been to make the smallest 
number of changes ‘‘consistent with giving a true idea of the present state of our 
knowledge." It is designed primarily to give a summarized description of the 
field of variation, heredity and evolution from the viewpoint of Mendelism. The 
terminology is somewhat simplified to serve the purposes of the general reader as 
well as the scientific public. The book is a useful summary of the field discussed 
from an up-to-date point of view. J. G. S. 


RICHMOND, Mary E. Social Diagnoms. Pp. 511. Price, $200. New York: 
Russell Sage Foundation, 1917 


No task could be more difficult than that which Miss Richmond has under- 
taken; the reduction of the “rule of thumb" knowledge of case workers to a 
statement of the general principles on which all good case work, whether with the 
widow, the neglected child, or the homeless man, must reat. 

This book is the ripe product of fifteen years of study and experience of one 
who has done much to develop and standardize methods of social case work 
Social workers have waited for the publication with eagerness, and have found in 
it just the summary of the common knowledge, the fundamentals of case diag- 
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nosis which they most need in their daily work, in the training of volunteers, and 
in the more theoretical discussions of the class room. 

The book is divided into three parts. In the first the nature and uses of case 
evidénce are discussed with a summary of those lessons which medicine and the law, 
have taught. In the second part the processes which lead to accurate case diag- 
nosis are examined and the value of the various sources of evidence—friends, rela- 
tives, social agencies, etc.—is weighed. In the third part a set of type question- 
naires is given for use by the worker dealing with any one type of disability, such 
&s the unmarried mother, or the alcoholic, or the blind. 

The title of the book is perhaps misleading, as the author does not discuss 
group relations and their influence on the individual, neither is there any implica- 
tion that the maladjustments and misfortunes of the individual are more often due 
to social causes beyond his control than to personal weaknesses and defects. The 
book is entirely concerned with the principles involved in personal work with peo- 
ple in distress, and the various individual readjustments that might restore them 
to a normal status in the community. 

While the book is distinctly a text-book and technical in character, it is so 
liberally sprinkled with illustrations from the daily experience of case workers, 
that it makes most interesting reading even for the layman, and will undoubtedly 
have a wide public appeal. HeLEN GLENN TYSON. 

State Supervisor, Mothers’ Assistance Fund, 

Harrisburg, Pa. 


Voar, Pavut L. Introduction io Rural Sociology. Pp. xvi, 443. Price, $2.00. 
New York: D. Appleton and Company, 1917. 


An introductory chapter, dealing with practical topics, is followed by a study 
of geographiz environment in Chapter II. Chapter LIT deals with the improve- 
ment of agrisultural methods, including the social effects of these improvements; 
Chapter IV, with good roads, the automobile, the telephone, and other means of 
communication, together with their effect on rural welfare: Chapters V and VI 
treat the land question, farm wages, and farmers’ incomes; Chapter VII, popula- 
tion movements, including the cityward drift. Chapters VIII to XI deal with 
physical, mental and moral conditions of rural populations The next eight chap- 
ters are devoted to rural organizations: political, economic, social, educational 
and religious. In Chapters XX to XXV, Dr. Vogt deals with the rural village, 
which he has wisely included in this work because the rural village is a component 
part of the agricultural community, although it is seldom adequately discussed 
in similar works and in courses in rural sociology. 

Chapter X XVI takes up the reverse side of the rural problem, including the 
question of superiority of country or city birth, leadership, the rural exodus, and 
the social results of each. The last chapter discusses the rural survey as a means 
of approach to the rural problem. 

At the end of each chapter are a few well selected references. Questions for 
study emphasize important points in each chapter, and should prove of great help 
to the instructor using rural sociology as an introductory course. The topics for 
research give valuable suggestions for field work and for special papers. 
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The book is written and arranged so well that anyone whose business it is to 
deal with rural problems will be able to follow his interest without having to be 
thoroughly versed in sociological theory. Yet the teacher of sociology will note 
many leads in the text that will enable him to link up in the minds of his students 
the practical discussions of the book with the principles of sociology. This is 
especially valuable, as so much called "applied sociology " seems to present no idea 
of the application of sociological principles. 

Howarp WOODHEAD. 
Unaversity of Pittsburgh. 
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FOREWORD 


Long planned as a definitive treatment of certain measures 
generally agreed upon as constituting the next steps in railroad 
regulation, this volume was revamped almost over night by the 
necessity of war adjustments in the relation of the federal govern- 
ment to the railroads. Certainly no one could be more reluctant 
than the editor to speak as one with authority about the present or 
future of the railroads of the United States. However, by present- 
ing opinions of widely varying tones and by making available to the 
readers of The Annals documentary material not generally accessible, 
it is hoped that this volume will afford some basis for clearer under- 
standing of the present railroad situation and for public opinion to 
formulate regarding the socially desirable relationship between 
government and railroads after the war. 
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RO EURES AND POSSIBILITIES IN RAILROAD 
REGULATION 


By T. W. Van METRE 


When in 1906 and 1910 the federal law for the regulation of 
railway transportation was amended to give the Interstate Com- 
merce Commission the authority (1) to require railroad companies 
to make just and reasonable charges for their services, (2) to put a 
stop to objectionable discriminations, and (3) to forestall any 
attempts which the carriers migkt make arbitrarily to increase rates, 
it was hoped, and in many quarters believed, that the troublesome 
question of public regulation of rates on interstate traffic was 
definitely settled. During the period that witnessed the movement 
culminating in the improved federal legislation the state legislatures 
were active in dealing with the railroads, and virtually every state 
was given a commission clothed with authority to regulate rates on 
intrastate traffic. The “railroad problem” was regarded as solved. 
Private ownership and management were retained; an adminis- 
trative organization designed to afford the public protection against 
exorbitantly high and unnecessarily discriminatory rates was 
established. It was thought that a policy which combined the 
double advantage of efficient private operation and effective public 
control would surely result in the development of a thoroughly 
satisfactory transportation service at rates reasonable to those who 
used the service and adequate for those who produced it. 

Though this policy has been in effect more than a decade it 
does not seem to have had the entirely beneficial effect so generally 
expected. Expressions of dissatisfaction with the conditions of 
railway transportation have for some years grown steadily in number 
and in emphasis. While the complaints have not been due to the 
same causes which elicited protests and demands in former times, 
they have been none the less c'amorous and insistent, and they have 
been concerned with matters just as vital to the general public, and 
with questions which touch an even greater range of interest than 
was previously involved. Owners and managers of railroad prop- 
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erty point to increased investment and declining returns, to bank- 
ruptcies and receiverships, to their inability to acquire investment 
funds necessary to enable the transportation system to keep pace 
in development with other branches of industry. The shipping 
public is resentful of continued car shortage, embargoes and im- 
paired service, due to lack of equipment or to want of efficient rail- 
way organization, or to both. Railway labor, pressed nearer the 
subsistence level of income, asks for higher wages to meet the 
advancing cost of living, only to have the demand refused by 
employers, who, unable to increase arbitrarily the price of the 
commocity which they produce and sell, are themselves victims of 
increasing costs of raw materials and supplies, the prices of which are 
regulated neither by statute nor by commission. And in the midst 
of the gravest crisis in the history of the nation and of the modern 
world, we are confronted with the facts that the railway system 
of the United States is unable to meet the needs of the country; 
that while the system is probably more efficient than the railroad 
system of any other country, it has fallen far short of realizing the 
highest standards of economy and efficiency; that while the railways 
are handling a greater traffic than at any previous time they are 
falling short of supplying the demand for transportation; and that 
they are not even hauling the quantity of freight which they would 
possibly haul with their present equipment but with a different 
operating organization. In order that the people may secure food 
and fuel adequate to sustain life, in order to provide industry with 
raw materials, to save the tottering credit of the railroad companies, 
to anticipate the ominous situation which new demands on the part 
of railroad labor were about to create, and to make it possible for 
the country to take the effective part in the war for. civilization 


which its huge resources and the will of its people warrant, the | 


government has been corapelled to take over the operation of the 
railroads. We have been forced to confess that our railroad policy 
has fallen far short of the ideal; the first acute emergency has 
compelled us to discard the entire structure of private operation and 
publie control so laboriously and hopefully devised, of which so 
much was expected; by executive mandate the President is endeavor- 
ing to ach:eve the operating economies, long easily attainable but 
just as long wilfully neglected under the past policy of private 
management and publie regulation. 
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The railroad problem is iar from being “solved.” It has 
entered a new, and, in most respects, a much more difficult phase. 
Why, after the long and apparently successful struggle to correct 
the wrongs of former days, are we compelled to acknowledge failure? 
Why are we confronted with questions more difficult and com- 
plicated than any previously encountered? And what is to be done 
in the future? 

In answer it must be said that there are clear and definite 
grounds for complaint against both the system of private operation 
and the system of public regulation as they have hitherto existed. 
The outstanding fact about the system of private management is 
that it is inefficient because 1t has failed to achieve operating unity; 
it was for the purpose of securing a unification of the railroad line 
that the government assumed control of railroad operation. There 
is a general impression that the laws of the country have prevented 
unity of operation among the carriers, and a consistent attempt 
has been made to lay at the door of the government the failure of the 
carriers to codperate in the use of their physical equipment. This 
impression is based on false assumptions. There is no federal law, 
and very few state laws, which stand in the way of codperation 
among the carriers in the use of their facilities; the common use of 
cars, passenger terminals and tracks, is practised extensively, and it 
involves no violation of the law. The railroads have failed to “get 
together" merely because, in everything except the fixing of rates, 
the railroad business is a highly competitive business. The unifica- 
tion of terminal facilities &nd tracks requires that some carriers 
surrender certain monopoly advantages of location which they have 
long possessed, and such a surrender no company has ever been 
willing to make. There is hardly a large city in the country which 
has not provided & battleground for railroad strategists intent upon 
seizing and perpetuating the exclusive control of a favorable loca- 
tion. Railroad companies have captured and held with tenacious 
grasp the waterfront of our chief seaports and, assuming a dog- 
in-the-manger attitude, they have often failed to develop the 
property themselves and have forbidden the encroachment of 
others. Bodies of railroad workmen have fought pitched battles 
over choice bits of territory; millions of dollars have been expended 
in the defeat of aggressive competitors; public service has been a 
secondary consideration ‘to monopoly privilege. The inefficient 
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and wasteful terminal systems in such great cities as New York, 
Philadelphia and Chicago have been enduring and impreasive 
monuments to the lack of railroad unity. Sufficient money was 
wasted in the combat waged by the Wabash Railroad to enter 
Pittsburgh to construct a great unified terminal at that choked 
gateway from which it was necessary recently to divert all ship- 
ments of through freight. 

It is useless to assume that the repeal of the anti-pooling clause 
of the Act to Regulate Commerce and the modification of the 
Sherman Law would pave the way for voluntary railroad unity. 
Those laws have not stood in the way of the operating unity sorely 
needed at many terminals, and the mere repeal of those laws will 
not affect the situation. Persons who place dependence in such 
legislative changes forget that former railway pools were organized 
solely for the purpose of-controlling rates; pools were never intended 
to facilitate operating unity, and they never had such an effect. 
Railroad managers now accomplish, through informal rate agree- 
ments, all that they ever sought to accomplish through pools and 
formal rate agreements, ani they are consequently entirely in- 
different to the proposed changes in the law. Indeed the more 
astute managers are averse to these particular changes, which, uf 
made, might create expectations on the part of the public which 
they have no inclination voluntarily to fulfill. There is no doubt 
that the formation of pooling agreements would make it easier for the 
railroad companies to effect the financial arrangements necessary 
to a plan of unified operation under private ownership, and if private 
operation is to be resumed it is desirable that pooling should be 
permitted; but the mere toleration of pools and rate agreements 
will not lead to the voluntary unification of physical facilities so 
long as railroad managers desire to continue their hold on their 
particular monopoly advantages. 

In recognizing the fact taat railroad managers have not gone 
as far as they might have done in improving the railroad service 
through unified operation we must bear in mind that scant measure 
of blame can attach to them for their failure. We do not expect a 
business man meekly to share his strategic advantages with every 
struggling rival. The ideal cf American business has been com- 
petition, and the existing railroad laws are based upon the theory 
that railroads should be foreed to compete with one another. Far 
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from compelling codperative action among the carriers in the use 
of physical equipment, or for any other purpose, the law makers of 
the country have held steadfastly to the ideal of competition, 
endeavoring even to prevent railway coöperation in rate-making, a 
form of eoóperation which is virtually indispensable to the satis- 
factory conduct of the railroad business. In pursuing this theory 
our legislatures have burdened our statute books with laws, designed 
ostensibly for the protection of the public, which have been probably 
a greater obstruction to the development of adequate railway 
service than the unfortunate policy of selfishness pursued by the 
railroad managers. Public regulation has scored as many errors, 
both of omission and commission, as has private operation. 

The dual system of railroad regulation by state and federal 
authority is without doubt cumbersome and wasteful, and it has been 
a prolific source of conflict and misunderstanding. The state rail- 
road and utilities commissions are not a conspicuous success from 
the standpoint of personnel. They are composed chiefly of lawyers 
whose main interests lie, if not in politics, in legal rather than in 
economic problems. Commissions of several states have been used 
as tools for disreputable political tactics; that they exist for the 
purpose of safeguarding one of the most vital business interests of 
the country seems to have eluded the understanding of not a few 
appointing officials. Ill-considered and unwise laws for railroad 
regulation have been passed with too great frequency; and the 
powers vested in commissions have often been used with injurious 
effects to the carriers, or just as often have remained unused to the 
detriment of the general public. 

Underlying the entire bill of particulars against the present 
system of regulation, of which these counts are probably the most 
important, is the fact that virtually all legislation enacted for the 
purpose of controlling the practices of the railroad corporations is 
one-sided in character; it evidences a commendable effort to protect 
the shipping and travelling public from unfair treatment by the 
carriers, but it shows little evidence that the legislatures thought 
it would ever be necessary that special precautions be taken to safe- 
guard the interests of the railroads. This situation, unfortunate 
though it be, is the quite natural result of the offensive attitude 
formerly assumed by the railroad interests. It was once a well-nigh 
universal custom of railroad officials to justify or to condone the 
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flagrant abuses of the transvortation service, and it was their habit 
strenuously to combat all attempts made by legislative bodies to 
render their objectionable practices impossible. Total disregard 
by the carriers of the interests of the public which they served 
bred legislation in which little effort was made to consider the 
welfare of the railroads. Laws were of necessity fashioned as 
cudgels with which refractory selfish interests could be driven to a 
consideration of the fights of others and to a realization of their 
own duties and responsibilities; the stubborn opposition which the 
railroad interests exhibited to all legislation was chiefly responsible 
for the retaliatory character which the law assumed. The Act to 
Regulate Commerce, as amended, provides easy methods for the 
reduction of rates, and supplies only obstacles to the increase of 
rates; the Interstate Commerc2 Commission was definitely intended 
to be primarily a rate-reducing organization. 

The necessity of using punitive methods in the past renders 
dificult the problem of forming a constructive program for the 
future. The old feeling of bitter resentment against the railway 
official of the “publie be damned" type has not been eradicated. 
The average shipper looks with more complacency on rates which 
provide no net revenue for the carriers than upon rates which are 
ruinous to his own business. He has just as much difficulty in 
seeing that a reasonable rate involves the consideration of the welfare 
of the railroads as the railroad managers once had in seeing that 
reasonable rates involved a consideration Of the welfare of the 
public. The old policy of brutal exploitation is having its natural, 
if undesirable, results. 

A conspicuous effect of the new order has been-the confession 
of former faults on the part cf railway officials, a profession of 
repentance and a bid for-forgiveness. All public regulation was 
once anathema; today regulation — of the proper kind "—is8 accepted 
with apparent welcome, The almost universal spirit of willingness 
to receive guidance by public authority and the unanimous desire 
. to let bygones be bygones speak well at least for the influence of 
past legislation with respect to moral regeneration. 

It is an unfortunate thing that to many ears the professions of 
willing acquiescence in a new dispensation should smack strongly E 
deathbed repentance. “When the devil was sick . . 

While it is unquestionably true that the majority of railroad pean 
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have seen a light, certain facts indicate in some quarters a want of 
sincerity, a lack of frankness, which, coupled with occasional 
regrettable lapses of conduct, tend to keep alive the old distrust 
and suspicions and to weaken belief in protestations of reform. 

It would be easier to forgive and forget the excesses of railway 
capitalization indulged in a generation ago if, in the absence of 
proper administrative regulation, all railway. officials would refrain 
from giving demonstrations of a present aptitude for similar ex- 
cesses. The examples within the past few years of wanton wrecking 
of sound railroad financial structures for the purpose of enriching 
small groupsof unscrupulous speculators have placed upon the record 
ample evidence that some of the trustees in charge of the trans- 
portation service are unfaithful to their trust and unfit to have a 
voice in the direction of public service. It is true that reputable 
railroad managers have condemned the acts of the speculators; 
but it is not customary for the publie at large to discriminate care- 
fully between the good and bad elements of any particular class. 

Moreover virtually all railroad managers have endeavored to 
reap some advantage from the effects of the financial wrecking. A 
common feature of the widely published appeals for increased rates 
has been to call attention to the unprecedented mileage of railroad 
in the hands of receivers. It was widely advertised in 1915 that 
there was & greater mileage of line under the control of receivers 
than at any previous time in the history of the country, and this 
fact was earnestly presented as good evidence of the need for in- 
creased rates. A very brief analysis showed that two-thirds of the 
line in the hands of receivers had reached bankruptcy because of the 
shameful financial operations of the speculators who had secured 
control of the companies; the excessive mileage of insolvent railroad 
presented & much stronger argument for regulation of capitalization 
than for upward revision of freight rates. 

Lapses of conduct have not been confined to buccaneering tac- 
tics in finance. The annual reports of the Interstate Commerce 
Commission record indictments and prosecutions for offenses which 
show every indication of having been wilful and deliberate infrac- 
tions of thelaw. The persistence of attempts to evade or to violate 
the provisions of present laws serves to discourage disinterested 
individuals who otherwise would desire to help the cause of the 
railroads. Other acts have a similar effect. Just as one begins 
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to feel that the railroads are an object of persecution when a threat- 
ened striké brings about the enactment of a wage law, one’s sympa- 
thy is subdued by the lack of candor shown by the railroad officials 
in waiting until the day after election to begin & test of the law in 
the courts. 
Fallecious arguments and statements containing half truths 
weaken rather than help the position of the carriers. A statement 
widely circulated last year (1917) called attention to the fact that 
from 1907 to 1915 about five billion dollars was added to the capital 
account of the railroads, and that net income was thirty-three 
million dollars less in the latter year than in the former. From 
which it was deduced that the five billion dollar investment yielded 
a return that was thirty-three million dollars less than nothing, it 
being the apparent design to create the impression that because 
of the nigzardly policy of the government this huge investment was 
in immediate danger of becoming a totalloss. No mention was made 
of the fact that the year 1907 was an exceptionally prosperous year 
for the carriers, freight traffic being greater even than in the two 
succeeding years, nor of the fact that railway business in 1915 
was at a relatively low ebb, traffic having been considerably less 
than in either of the two preceding years. Nor was it told that 
with the great increase of traffic in 1916 the rate of return on invest- 
ment in Class I railroads (those having annual operating revenues 
in excess of $1,000,000) was she greatest ever recorded. It might 
have been explained, too, that a large part of this investment, 
contributed chiefly from earnings, went to absorb the “water” of 
former years, which was always made to appear like real money in 
the investment accounts published before 1907. It is true that 
railroad income has showed a tendency to decline in recent years, 
but unqualified statements of this kind misrepresent the real con- 
ditions. They do more to frighten investors than does an adverse 
decision on an application for rate increases. In fact statements of 
this nature have aroused the suspicion that the carriers, by deliber- 
ately misrepresenting their condition, have endeavored to depress 
their own financial credit in order that their palpable inability to 
borrow needed funds on reasonable terms would bring an increase 
of rates which would enable them to pay for improvements out of 
earnings. Groundless as such a suspicion certainly is, its exis- 
tence shows how it is possible for the railroads to arouse public 
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opposition by the very means they employ to win public sympathy 
and support. 

It is highly desirable if private operation of railways is to be 
rosumed that the retaliatory character of present railroad laws be 
eliminated, but such a desire will be difficult of attainment unless 
railroad authorities definitely abandon all lines of conduct which 
tend to keep alive the retaliatory spirit of the public.  Misrepre- 
sentation of facts, violations of the law, and stock-jobbing must be 
halted if the confidence of the people is to be earned, and the desire 
to receive equitable treatment must be matched with evidence of 
willingness to act fairly. To the credit of railroad officialdom it 
must be said that a majority is evincing & spirit which promises 
well for the future. Unqualified abuse of present regulation is 
giving way to thoughtful diszussions of its advantages and dis- 
advantages; federal regulation of the issue of securities is advocated 
here and there; an honest endeavor is being made to suggest modi- 
fications in the present system of regulation which will provide for 
conserving the interests of the transportation system without de- 
priving the public of adequate protection against unfair treatment. 

On the other hand, the public is greatly in need of education. 
People have too long been led to believe that the interests of the 
railroads are diametrically opposed to all other business interests; 
they should be made to understand that the maintenance of the 
transportation system in an unimpaired state is of vital importance 
to the economic fabric of the nation, that the railway service should 
continue to develop and expend, and that existing obstacles to a 
healthy growth of transportation enterprise should be promptly 
removed. If suspicion and hostility can be replaced on all sides by 
a spirit of mutual confidence and tolerance the work of securing 
needed changes will be easy. 

That some adequate system of railroad regulation can be 
devised which will permit the railroads to prosper and give efficient 
service at reasonable rates is not to be doubted, and it is with this 
goal in view that the next steps in railroad regulation must be taken. 
The United States is not prepared to adopt a program of govern- 
ment ownership of railroads, and it is to be hoped that once the 
present crisis is passed the railroads will be returned to private 
management and a system of regulation devised under which 
satisfactory results may be obtained. We certainly shall never 
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return to the policy recently didnt which has proved such a 
lamentable failure, and if government ownerahipi is to be avoided we 
should begin at once to take stock of failures and successes and to 
make plens for the future. We do not have too much regulation or 
too little regulation; what we suffer from is an unwholesome com- 
bination of good legislation, bad legislation and no legislation. 
Purposes have been obscured by prejudices; we have been given 
drastic remedies for imaginary ills and no remedies at all for real 
diseases. There are a number of radical changes that Gan be safely 
made which would go far toward establishing our regulative system 
on a fundamentally sound basis, and would render easy the working 
out of ths details of a harmonious and constructive policy. 

The dual system of regulation as carried on at present inevitably 
leads to a violation of the fundamental principles upon which 
regulation is based: that rates shall be just and reasonable, and that 
they shall not be unduly discriminatory.. Whileit is possible tech- 
nically to distinguish between interstate and intrastate traffic there 
is in an economic sense no real distinction between them. If two 
cents a mile represents a just and reasonable charge for an intrastate 
passenger journey it can not be possible that a fare.of two and & 
half cents a mile is a just charge for a ride taken under similar con- 
ditions but extending across an imaginary line designated as a 
state boundary. When dissimilar rates exist for two freight services 
in every way similar except that the haul in one case crosses a 
state boundary there is no escaping the conclusion that if one of 
the rates is reasonable the other is not. Whenever a railroad is 
compelled by virtue of the ruling of a state commission and by the. 
pressure of competition to reduce an interstate rate, supposedly 
` reasonable and declared so Ly the Interstate Commerce Commis- 
sion, either the railroad is forced to accept unduly low remuneration 
or a disagreeable reflection is cast upon the judgment of the federal 
commission. If an adjustment of the interstate rate is not made to 
meet changes in an intrastate rate an undue discrimination is created 
and the dual system becomes the means of defeating the very 
purpose for which regulation exists. As to how this paradoxical 
situation may be best treated there is much difference of opinion, 
some people believing the pfoblem can be met by securing coópera- 
tive action of the various regulative agencies, and others inclining 
to the plan of eliminating state control of railroad rates, leaving 
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the work entirely to & commission or eommissions of the federal 
government. The fact that nine-tenths of railroad traffic is inter- 
state and consequently already under the jurisdiction of the federal 
commission would seem to indicate that the remaining tenth could 
be safely entrusted to its authority without any undue increase 
of its work and with a considerable gain in the efficiency and uni- 
formity of regulation. 

The urgent need for a unified system of regulating the issue of 
securities by railroad corporations and the almost unanimous belief 
that this function should be entrusted to federal authority leads one 
to wonder why it takes so long to sécure a law by which this much 
needed change may be accomplished. When such a law is enacted 
it is to be hoped that it will also include provision for some super- 
vision of the expenditure of funds derived from the sale of authorized 
securities. There is a serious question in many minds as to the 
wisdom with which the large investments placed in the railroad 
business in recent years have been used. The wholesale expenditure 
for the construction of huge passenger terminals at a time when the 
need for improved freight terminal facilities was probably much 
more pressing has been looked upon with some disfavor both on 
account of the disparity of income from the freight and passenger 
business and because in many cases the passenger terminals repre- 
sent costly duplications of effcr; with results that do not.show much 
progress toward an ultimate sclution of the problem of handling a 
rapidly congesting passenger traffic. 

There should be devised some plan by which needed increases in 
rates can be secured with mare expedition and promptness than 
appears to be possible under present conditions. It is not advisable 
that the authority of regulative agencies to suspend proposed 
increases be withdrawn, but it would probably be helpful if the 
time of rate suspensions were made shorter than is now customary. 
It is of the utmost importance that the credit of soundly financed 
railroads be maintained, and zhbis can be done only if methods are 
devised for meeting promptly sudden emergencies. Rates are now 
flexible in but one direction and it is extremely difficult for the 
carriers to adjust their charges so as to meet the rapid increases in 
wages and prices of materials. If the power to name minimum 
as well as maximum rates were given to the Interstate Commerce 
Commission the income of the railroads: would receive a greater 
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measure of protection. ‘Since the charges which the railroads are 
allowed to make for their services are strictly regulated by com- 
missions, if there is to be regulation of wages and of prices for 
materials it should be entrusted to the same authority by which 
income is controlled. 

The adoption of a plan which would insure a more general 
representation on railroad commissions of the. various business 
interests involved in the success of the railroads would be a step 
of progress. Laws are passed dealing with the financial manage- 
ment, the accounting, the operation and the rates of railroad 
corporations, but there is a marked dearth of bankers, engineers, 
railroad traffic managers, industrial traffic managers and accoun- 
tants among the appointees to railroad commissions. It is probably 
too much to expect that under present conditions of government it 
would be possible to elect executives who would lay aside politics in 
making appointments to administrative bodies charged with the 
important duties of regulating private business. The increase of 
the salaries of commissioners, in order to make the positions attrac- 
tive to suitably equipped individuals, has usually served only to 
increase the value of the position as a part of the political spoils 
and to stimulate the scramble of the unfit for the appointments. 
The constant change of the personnel of commissions makes it 
impossible for them to do well the work for which they are chosen. 
The English custom of providing by law that some members of 
commissions shall possess certain qualifications might well be given 
a trial in this country. 

And finally as a sine qua non of a resumption of BB oon. 
tion provision must be made for the permanency of the operating 
unity now going into effect. Two things will have to be done. 
The carriers must be permitted to enter pooling agreements by 
means of which the financial adjustments necessary to operating 
unity may be effected; the carriers must be required to combine 
their physical facilities wherever such combination will result in 
improved service. There is no reason for limiting the unified 
“continental railway system” to the duration of the war; its proved 
advantages will be all the mors valuable with the return of peace. 
It must not be expected that the railroad companies will voluntarily 
enter agreements for unity of operation, though it is highly probable 
that the present experience with unification under government 
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control will render compulsion ess difficult. In the main, the joint 
use of facilities will be confined to terminals, where the wastes of 
competition have been greatest. Saving must be accomplished, 
however, through a more elastic system of routing shipments; the 
expensive duplication in passenzer service may be cut down; and 
the necessity for private car lines and express companies—parasitic 
organizations which came into existence solely because of the lack 
of a unified system of operazion—will be entirely eliminated; 
such companies have perform»d a real public service in the past, 
but with unity of railroad operation they will exist for no useful 
purpose. The chief economy will be effected, however, through 
the reconstruction and reorganization of terminals; it begins to 
appear that the time is forever past when the shamefully wasteful 
terminal operation, which exists merely as an evidence of the 
monopolistic power of & strongly entrenched special privilege, will 
be permitted to stand unchallenged. The willingness or the un- 
willingness of the carriers to acquiesce in coóperative arrangements 
which plainly make for increased efficiency will be the deciding 
factor in the coming controversy over government ownership. 


FEDERAL CONTROL OF RAILROADS IN WAR TIME 


By Max THELEN 
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On December 26, 1917, President Wilson issued his historic 
proclamation taking possession and control ef the railroads of the 
United States and appointing William G. McAdoo, Secretary of 
the Treasury, as Director General of Railroads. By this bold and 
timely act, the President, in a single moment, accomplished an 
economic change of trernendous significance and of far-reaching 
potentiality for increased national efficiency during the war. 

The American railroad system of which the government of the 
United States is now officially in possession and control, is a system 
of 262,000 miles, constituting over 40 per cent of the railroad mile- 
age of the entire world, a system with securities outstanding in 
excess of $17,000,000,000, a system to which the American people 
have always pointed with pride as the best of all railroad systems. 

In addressing myself to my subject, Federal Control of Rail- 
roads in War Time, I shall first deseribe the organization of our 
railroads during the war prior to the President’s proclamation. 
Next I shall consider some of the problems with which the railroads 
have been confronted during the war. Then I shall draw atten- 
tion to the solutions of the problem suggested by the Interstate 
Commerce Commission and to the solution made effective by the 
President’s proclamation. Finally, I shall give some consideration 
to the results which may reasonably be expected to follow from 
government operation of the railroads during the war. 


WAR CRGANIZATION OF RAILROADS IN OTHER COUNTRIES 


In all the principal nations of Europe, the railroads are being 
operated during this war by the government. 

In England, prior to the present war, private capital had always 
owned and operated the railroads. On August 4, 1914, the very 
day on which England declared war against Germany, the British 
government took over the operation of all the railroads. A com- 
mittee of wnich a Cabinet member is the general chairman manages 
the railroads but their actual operation remains in the hands of 
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the former operators. All government traffic is carried free and 
no account thereof is kept. The government guarantees to the 
holders cf railroad securities the same net revenue as the railroads 
earned in 1913, the last complete year before the war. If there is 
a surplus, the government keeps it and if there is a deficit the gov- 
ernment meets it out of the treasury. 

In France, prior to the war, one railroad was owned and oper- 
ated by the government and the others were owned and operated 
by private capital. Upon the outbreak of the war the French 
government immediately took over the operation of all the railroads. 

In Germany and Italy, the railroads were owned and operated 
by the government prior to the outbreak of the war. In these 
countries public ownership and operation have continued during 
the war. 


WAR ORGANIZATION OF RAILROADS IN THE UNITED STATES, 
Apri, 6-DECÐMBER 28, 1917 


In the United States, with the exception of the Panama Canal 
Zone and approximately 250 miles of railroad in Alaska, our rail- 
roads have been owned and operated by private capital. Prior to 
December 28, 1917, the United States was the only nation of any 
consequence which during this war continued the ownership and 
operation of its railroads by private capital. 

On August 29, 1916, more than seven months prior to the entry 
of the United States into the world contest, this government cleared 
the way for the operation of our railroads directly by the govern- 
ment, if such course should become necessary in war time. On 
that day President Wilson signed the Army Bill, which bill pro- 
vided in part as follows: 

The President, in time of war, is empowered, through the Secretary of War, 
to take possession and assume conirol of any system or systems of transportation, 
or any part thereof, and to utilize the same to the exclusion, as far as may be nec- 
easary, of all other traffic thereon jor the transfer or transportation of troops, war 
material and equipment, or for such other purposes connected with the emergency 
as may be needful or desirable. 

This is the provision of law on which President Wilson partic- 
ularly relied in issuing his proclamation of December 26, 1917.- 
Prior to this proclamation, the power conferred by this sentence of 
the Army Bill of 1916 had been exercised by the government with 
reference to only one small railroad in New Jersey. 
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. On April 6, 1917, the Congress of the United States declared 
that a state of war existed between the United States and Germany. 
On the preceding day, Franklin K. Lane, Secretary of the Interior, 
introduced and had passed by the Council of National Defense the 
following resolution: 


Resolred, That Commissioner Willard be requested to call upon the rail- 
Se a a HUD 
movement of freight. 


Acting in accordance with this resolution, the principal rail- 
road executives of the country met in Washington on April 11, 
1917, and resolved that during the war they would coórdinate their 
operations in a continental railway systeni, merging during such 
period all their merely individual and competitive activities in the 
effort to produce a maximum of national transportation efficiency. 
The direction of the continental railway system thus’ organized 
was placed by the railroads in the hands of the executive committee 
of the Special Committee on National Defense of the American 
Railway Association. This executive committee was also known 
as the Railroads’ War Board. 

Under this resolution, the railroads of the United States con- 
tinued until December 28, 1917, to be operated under private owner- 
ship and private management. 

= On May 29, 1917, President Wilson signed an act of Congress 
giving to the Interstate Commerce Commission jurisdiction over 
railroad cars used in the transportation of property by any carrier ^ 
subject to the provisions of the Interstate Commerce Act. The 
Interstate Commerce Commission thereupon created a Division of 
Car Service. Authority with reference to car service was also 
claimed and exercised by a committee of the railroads known as 
the Committee on Car Service of the American Railway Associa- 
tion, and by the War Department, the Navy Department, the 
National Food Administration, the National Fuel Administration 
and the Shipping Board. 

While the Interstate Commerce Commission was thus granted 
all the necessary authority to act, the Commission has thus far 
issued no order under the car service “statute and has been content . 
to permit questions of car service to be disposed of largely by the 
railroads’ own committee on car service. The fact that at least 
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six separate and distinct authorities, five governmental and one 
private, assumed jurisdiction over the question of car service of 
course resulted in great confusion and inevitably demanded that 
the entire matter be placed in charge of a single responsible au- 
thority. 

On August 10, 1917, President Wilson signed an act of Con- 
gress making it unlawful by physical force or by threats of physical 
force to obstruct or retard the movement of cars or trains engaged 
in interstate or foreign commerce. The same act authorized the 
President, whenever he may find it necessary for the national de- 
fense and security, to direct that such traffic as, in his judgment, 
_may be essential to the national defense and security, shall have 
preference or priority in transportation. The President is author- 
ized for this purpose to issue orders either directly or through such 
person or persons as he may designate for that purpose or through 
the Interstate Commerce Commission. 

Under this statute, President Wilson appointed Robert S. 
Lovett as Director of Priority in Transportation. Judge Lovett 
issued five orders calling for priority in railroad transportation. 
The first order provides for preferential shipments of bituminous 
coal to points on the Great Lakes. The second order declares that 
open top cars other than flat cars shall not be used for the trans- 
portation of materials and supplies for the construction or repair of 
streets, roads and highways, theatres and other buildings used for 
amusement or of pleasure vehicles, furniture or musical instru- 
ments. The third order provides for the priority of the transpor- 
tation of coal from the coal mines of Utah and Wyoming to the 
west and the northwest. The fourth order provides that the rail- 
roads of Texas shall give preference to the transportation of cotton- 
seed cake and cottonseed meal to feed the starving cattle in Texas 
and New Mexico. The fifth order designates the order in which 
materials and supplies for the government, war industries and other 
essential industries shall have preference or priority in car supply 
and movement. 

The reason for the enactment of the Priority Statute was the 
frank statement of the railroads that they would be unable during 
the war under their existing organizations to carry all the traffic 
which might be offered for transportation and their desire that 
some legal method might be provided by which priority or prefer- 
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ence in transportation might be given to the most essential com- 
modities. z 
SPECIAL WAR PROBLEMS 


Having sketched the organization effected by the railroads 
and the official action taken by the government prior to the procla- 
mation of December 26, 1917, I shall now address myself to a few 
of the more important problems with which our railroads were 
confronted as the result of the war. 

In this connection I shall refer first to the car shortage prob- 
Jem, then to the financial condition of the railroads and then to the 
difficulty of securing labor and equipment. 


Car Shortage 


From the nation’s point of view, the most serious problem . 
with which the railroads have been confronted is their growing 
inability to transport the nation’s traffic. Car shortage is not a 
new phenomenon. It existed in the United States prior to our 
entry into the war. A serious car shortage existed in the fall of 
1912. During the latter part of 1916 and the early part of this 
year the car shortage situation, as is well known, was acute. The 
car shortage which existed prior to our entry into the war has been 
accentuated by it. The congestion of terminal facilities, the requisi- 
tioning of coastwise shipping by the federal government, the tre- 
mendous increase in the number and output of industries engaged 
directly or indirectly in the manufacture of materials and supplies 
used in war, and the transportation of men and materials to and 
from our army cantonments have all served to increase the diffi- 
culties encountered by the railroads in seeking to transport the 
nation’s traffic. l : 

Active coöperation between the railroads, the shippers and the 
publie autaorities materially increased car efficiency. The shippers 
exercised greater promptness in the loading and unloading of cars 
and greatly assisted by loading cars to capacity. The railroads 
increased the daily mileage of freight cars and locomotives, de- 
creased the time during which equipment was in repair shops, 
eliminated some unnecessary passenger mileage and requisitioned 
between 150,000 and 200,000 empty freight cars from railroad sys- 
tems where they were not immediately needed to other parts of 
the country where most needed. The public authorities, both state 
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and federal, gave publicity to the existing conditions and advised 
and encouraged both the railroads and the shippers to do their full 
part to help meet the exigency. 

The net result of the combined activities of the railroads, the 
shippers and the public authorities was stated by the Railroads’ War 
Board to be an increase in the efficiency of the existing equipment 
amounting to approximately 15 per cent. In other words, after 
the entry of the United States into the war, practically the same 
amount of railroad equipment handled approximately 15 per cent 
more traffic than was handled before the war. 

For a while, the reports on unfilled car requirements, as pub- 
lished by the railroads, showed apparently a great improvement in 
the situation. The car shortage, as shown by these reports, de- 
creased from 148,627 cars on May 1 to 31,591 cars on September 1. 
However, by October 1 the car shortage increased to 70,380 cars 
and by November 1 to approximately 140,000 cars and subsequent 
to November 1 the situation continued to grow worse. Under 
these conditions, more drastic suggestions than any theretofore 
made were offered in an effort to meet the situation. Dispatches 
from Washington indicated that the railroads supplied to Judge 
Lovett and to Fuel Administrator Garfield a lisi of 525 commodi- 
ties the transportation of which was regarded by the railroads as 
least essential and it was suggested that an order might shortly be 
made by Judge Lovett providing that the transportation of such 
commodities should cease in favor of arms and munitions, coal, 
food and other absolutely essential commodities. 

Coming close on the heels of these dispatches, the railroads east 
of Chicago agreed to pool all their facilities in an effort to provide 
greater transportation efficiency. They agreed to pool their shops, 
coal and other supplies; to pool and redistribute all open top freight 
cars; to divert traffic from congested railroad lines to open routes, 
and to ask for a rearrangement of the transportation of coal from 
mine to market. ‘These matters all seem to be covered in the agree- 
ment made by the railroads on April 11, 1917, but were not under- 
taken by the railroads until the latter part of November and then 
only in eastern territory. By reason of the anti-pooling section of 
the Interstate Commerce Act, the agreement of the railroads could 
not and did not contemplate the pooling of earnings. 
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After eight months of effort, the car situation was worse In the 
latter part of December than it was when the United States entered 
the war and it was clear that measures more drastic than any there- 
tofore taken would have to 2e applied if the nation’s essential trans- 
portation needs were to be supplied. 


Ra:lroad Finances 


Railroad finances presented another important and serious war 
problem. : : 

Prior to the entry of our country into the war, prominent rail- 
road executives made the statement that the railroads needed one 
billion dollars yearly for at least ten years for the construction of 
additions, betterments and extensions and to enable the railroads 
to keep up with the country’s requirements for increased terminal 
facilities, freight and passenger equipment, double tracks and other 
railroad facilities. I shall not take time now to consider why these 
necessary improvements were not made by the railroads and why 
it has bean difficult or impossible for many of them to secure the 
necessary funds. Suffice it to say that the requirements for addi- 
tional construction and facilities which existed prior to the war 
were strongly accentuated by the war. During the war, more than 
ever, the railroads need &ddi-ional cars, additional locomotives and 
additional terminal facilities. How could they secure the necessary 
funds? . r 

The normal method of securing funds for capital expenditures 
_ is the sale of securities. During the war, however, it will be practi- 
cally impossible for the railroads to secure large amounts of addi- 
tional capital by the issue of their securities on their own credit and 
their sale to the investing public in competition with liberty bonds 
and other governmént securities. 

As the war progressed, it became increasingly evident that the 
railroads would be unable on their own responsibility to meet the 
war's imperative requiremerts for additional terminal facilities, 
double tracks, cars and locomotives. 


Labor and Equipment 


One cf the most serious problems with which the railroads 
were confronted as a result of the war was the necessity of securing 
enough labor to maintain their way, structures and equipment in 
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safe and serviceable condition. "The call to the armed forces of the 
nation and the ‘competition of other industries have seriously de- 
pleted the supply of labor available to the railroads and they have 
no effective means to replenish the supply. Likewise, it became 
increasingly difficult for the railroads to secure the necessary equip- 
ment, materials and supplies. Locomotives and cars ordered by 
the railroads last summer have not been delivered and there seemed 
no réasonable prospect for their delivery before the expiration of 
many more months. 


SoLUTION oF PROBLEM 


As the fall of 1917 advanced, it became more evident, day by 
day, that the nation’s railroad war problem could not be satisfac- 
torily solved under the existing system and that a radical change 
was imperatively required to prevent a complete break-down of the 
nation’s transportation system. 


Report of Interstate Commerce Commission 


In view of these conditions, the Interstate Commerce Com- 
mission on December 1, 1917, filed with ;he Senate and the House 
of Representatives a special report on transportation conditions as 
affecting and as affected by the war. 

The Commission said in part: 

Since the outbreak of the war in Europe, ani especially since this country 
was drawn into the war, it has become increasingly clear that unification in the 
operation of our railroads during the period of conflict is indispensable to their 
fullest utilization for the national defense and welfare. They must be drawn, 
like the individual, from the pursuits of peace and mobilized to win the war. This 
unification can be effected in one of two ways, and we see but two. 

The Commission then stated these two ways. The first is 
operation as a unit by the carriers themselves, requiring the sus- 
pension during the war of the anti-pooling section of the Interstate 
Commerce Act, a modification of the anti-trust laws in so far as 
railroads are concerned and loans to the railroads by the govern- 
ment for capital purposes. The second alternative is operation as 
a unit by the President as a war measure. 

Commissioner McChord filed a separate report in which he 
holds that “the strong arm of governmental authority is essential 
if the transportation situation is to be radically improved.” 

That continued private operation of the railroads by the car- 


= 


22 THE ANNALS OF THE ÁMERICAN ACADEMY 


riers themselves, being the first alternative suggested by the Inter- 
state Commerce Commission, would not solve the problem seems 
clear for a number of ressons. 

First, private operation of the railroads is in its very nature 
incompatible with war needs. Under private operation, each rail- 
road very naturally seeks to gain all possible traffic so that it may 
be able to pay interest on its bonds and notes and, if possible, divi- 
dends on its stock. The price of failure to secure sufficient traffic 
is bankruptcy. On the other hand, while the nation is at war, 
traffic should be moved with an eye solely to the greatest efficiency 
in helping to win the war. The most efficient operation of the rail- 
roads as a war agency may require that traffic be diverted entirely 
from one railroad whose terminals are blocked to another whose 
terminals are open; that traffic be diverted in whole or in part from 
one railroad to another railroad which can be more economically or 
efficiently operated; that one of two parallel, competing lines be 
operated solely for west-bound or north-bound freight and the 
other for east-bound or south-bound freight, or vice versa; that 
certain railroads stop carrying passengers and that others stop 
carrying freight; and that any number of other acts be done all of 
which will take traffic away from one railroad and give it to another 
and thus interfere with railroad earnings. Private operation in its 
very nature can not solve these problems. Government operation 
can. 

Second, private operation can not during the war secure the 
funds imperatively needed by the railroads for additional capital 
expenditures. 

_ Third, private operation can not during the war secure an 
amount oi labor sufficient to maintain railroad properties in safe 
and serviceable condition, nor can private operation secure with 
sufficient promptness all the necessary equipment, materials and 
supplies. 

Hence it appeared quite clearly that the nation would be driven 
to the alternative of direct operation by the government itself. 


Presideri Wilson's Proclamation 


By his proclamation of December 26, 1917, President Wilson 
took possession and.control of all railroads and shipping owned or 
controlled by them, engaged in general transportation, whether 


tam 


FEDERAL CONTROL OF RarRoADS IN WAR Tren 23 


operated by steam or electricity. Street railways and electric rail- 
roads commonly known as interurbans are for the present excluded 
from government operation. 

The President appointed William G. McAdoo, Secretary of the 
Treasury, as Director General of Railroads with power to operate 
all the transportation systems affected by the proclamation. The 
proclamation declares that until and except so far as the Director 
may from time to time otherwise determine, the operation of the 
railroads shall be continued by their officers and employes in the 
usual and ordinary course of business in the names of their respec- 
tive companies. The President also directs that until and except 
so far as the Director may from time to time otherwise determine, 
the transportation systems affected by the proclamation shall re- 
main subject to all existing statutes and orders of the Interstate 
Commerce Commission and to all statutes and orders of regulating 
commissions of the various states. All orders of the Director, 
however, shall have paramount authority and be obeyed as such. 
The Director is instructed to enter into arrangements with the vari- 
ous companies for a just and reasonable compensation to be paid 
to them for the possession and use of their properties ‘‘on the basis 
of an annual guaranteed comvensation, above accruing deprecia- 
tion and the maintenance of their properties, equivalent, as nearly 
as may be, to the average of the net operating income thereof for 
the three year period ending June 30, 1917.” 
kp —, Lhe result of such negotiations must be reported to the Presi- 
dent for his action. The proclamation contains other provisions 
to which it is not now necessary to refer. 

In a statement accompanying the proclamation, President 
Wilson declared that immediately on the re-assembling of Con- 
` gress he would recommend that definite guarantees be given to the 
railroads, first, that their properties will be maintained during the 
period of federal control in as good repair and as complete equip- 
ment as when taken over by the government and, second, that 
they shall receive a net operating income equal in each case to the 
average net income of the three years preceding June 30, 1917. 

To complete the plan, legislation would also seem to be nec- 
essary with reference to the vart which the government, must un- 
doubtedly play in connection with securing the funds needed for 
railroad additions, bettermenis and extensions while under govern- 
ment operation. 
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In accordance with the terms of President Wilson's proclama- 
tion, the possession of all the transportationsystems therein described 
passed to the government of the United States at noon on December 
28, 1917, and they are now being operated under the control of the 
federal government acting through Director MeAdoo. 


RESULTS FROM GOVERNMENT OPERATION 


It is too early to predict and it may be indelicate to suggest 
the details of the plan of government operation which must be 
worked out by Director McAdoo. The broad outlines, however, 
of what may be accomplished by government operation of the rail- 
roads during the war seem well marked. The government can (1) 
disregarc absolutely all previous traffic conditions and can operate 
the railroads as a single system with an eye solely to the maximum 
efficiency to meet the ngtion's war needs; (2) divert all or a part of 
the traffic, passenger or freight or both, of one railroad and give it 
to another, which can transport it more economically or efficiently; 
(3) eliminate all property and employes used and all expenditures 
incurred in the purely competitive activities of the various railroads, 
effect tremendous savings in construction and operating expenses, ` 
and utilize the man power thus saved for necessary railroad work 
or for other useful and necessary activities; (4) secure on reasonable 
terms the funds necessary for additional terminal facilities, equip- 
ment and other additions and betterments; (5) secure the labor 
necessary to keep railway properties in safe and serviceable opera- 
ting condition and can expedite the manufacture for the railroads 
of necessary cars, locomotives and other equipment. 

That Director McAdoo will be successful in accomplishing 
these results and will thereby greatly increase this nation’s efi- 
: ciency during the war is the earnest hope of every patriotic citizen. 

What the effect of government operation of the railroads will 
be on the movement for government ownership is & question which 
will be much diseussed. If government operation is a success, a 
powerful stimulus will undoubtedly be given to government owner- 
ship. In the meantime, every effort of the nation should be con- 
centrated on making government operation an unqualified success. 
Whether government ownership will follow government operation 
.18 a question which we ean answer when we have won the war. 


PRINCIPLES AND PRACTICES OF CAR SERVICE 
REGULATION 


By H. E. Byram 


The problem of car service may be stated briefly as the formu- 
lation of a plan whereby freigl.t car equipment may be made to 
perform the maximum of service in a unified system of transporta- 
tion with the minimum of sacrifice of the rights of the owner of the 
cars. Under this definition the subject presents two distinct phases,_ 
one economic, the other financial. 

In what manner shall. car service be regulated in the public 
interest so that each unit shall furnish the greatest amount of trans- 
portation? 

How shall it be regulated so that rights of possession &nd com- 
pensation for use will be equitably adjusted as between the owner 
and the user of the equipment? 

The managers of the railroads and of other concerns which own 
the cars must consider the problem from the standpoint of the inter- 
ests of their own concerns; but they must also consider it from the 
standpoint of the public welfzre. The governmental regulating 
authorities are apt to consider the problem primarily from the 
standpoint of the public; but taey should not ignore the interests 
and the rights of the companies which have invested capital in cars. 
Therefore, while regulating authorities may put more emphasis on 
the interests and rights of the public, and the railway managers 
may put niore emphasis on the interests and rights of the individual 
companies, there really is no fundamental difference between the 
problem of car service as it presents itself to the railway manager 
and to the regulating body; anc there can be no substantial differ- 
ence between their solutions of it, if each gives due weight to both 
the private and the public right3 and interests involved. It will be 
desirable to review the methods the railways themselves have used 
in dealing with the problem o? car service before discussing the 
problem presented by regulation of car service. 

Even under the system of cer interchange in force before normal 
conditions were disturbed ‘by the entrance of the country into the 
Great War, the railway industry of the United States, in its han- 
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dling of car equipment, bore some of the aspects of a single system. 
The complexity of the problem of car service, even under normal 
conditions, had constantly grown greater. It had been influenced 
by the number of conflicting interests involved, which had increased 
in number through the advent of new and the dissolution of pre- 
viously consolidated organizations; by the great extent of territory 
through which car equipment was handled; by the development of 
specialisation in the adoption of equipment for the handling of 
particular commodities; but more than all by the aggregate increase. 
in the demands of industry for adequate equipment facilities, the 
occasional scarcity of equipment, and a recognition of the economic 
necessity, under any condition, of securing the best possible utiliza- 
tion of existing equipment. However important the problem may 
be under normal conditions, its importance is greatly magnified 
when, a8 now, it is essential that every item of transportation equip- 
ment be made to perform its full part in carrying out the purposes 
for which we are engaged in the war. 


- ELEMENTS OF THE PROBLEM 


The general term ‘‘car service" is commonly used to designate 
all that concerns the handling of the car as a vehicle of transporta- 
tion, not only as between one railway and another, but also as 
between railways and the shipper or consignee. On June 30, 1916, 
according to the statistics of railways compiled by the Interstate 
Commerce Commission, there were in service in this country ap- 
proximately two and one-half millions of freight cars. Of these, 
about 2,300,000 were owned by railway companies, and the rest by 
private car line companies, mining companies, etc. The number of 
the different classes of cars owned by the railways were as follows: 


Box cars 1,024,418 
Flat cars 136,719 
Coal cars 899,638 
Stock cars 83,487 
Tank cars 9,828 
Refrigerator cars 51,746 
Other cars - 92,421 
Total 2,208,203 " 


The mileage of all railways in the Ünited States on the same 
date was 259,210 miles. "There are then on the railways of the 
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United States approximately 9 freight cars per mile of railway. 
The ownership of these cars, excluding those of private ownership, 
is in the hands of about 1,000 railway companies. The number 
owned by each company varies from a few cars to upwards of 250,000. 


Joint Usp oF CAR EQUIPMENT . 


The plan under which railways have for many years used equip- 
ment interchangeably is the result of voluntary action on the part 
of railways themselves to the end of securing greater facility of 
operation and hence more efficient service. The Interstate Com- 
merce Commission has always recognized the commercial necessity 
of through shipments, and consequently the movement of cars over 
other than the owning roads; and, indeed, the original Act to Regu- 
late Commerce seems to recognize it, though in a negative way. 
The Act, approved on February 4, 1887, provides that 


Itis unlawful . . . . to enter into sny . . . . agreement . . . . . 
to prevent . . . . the carriage of freight from being continuous from 
place of shipment to place of destination . . . . by earriage in different 


cars, unless . . . . such interruption was made for some necessary purpose 
. and without intent to interrupt continuous carriage, etc. 


In a decision! rendered November 18, 1911, the Commission 
affirmatively defined the duties of the carriers with reference to a 
unified service: . 

The railroads of the country are called upon to so unite themselves that they 
will constitute one national system; they must establish through routes, keep 
these routes open and in operation, furnish all the necessary facilities for trans- 
portation, make reasonable and proper rules of practice as between themselves 
and the shippers, and as between each other. 


Way THERE Is A PROBLEM 


If ears performed service only upon the road by which they 
are owned, there would be no problem of car service regulation in 
the sense in which it now exists. Between railways, as distinguished 
from those phases of the problem that arise between railways on 
the one hand and shippers and consignees on the other, the ques- 
tions to be settled are predicated upon the ownership of the cars 
and their service upon other than the owning line. For this reason, 
the problem of car service is of chief importance in times of scarcity 


| Missouri & Illinois Coal Co. v. Hinots Central, 22 1. C. C. 39. 
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of equipment to meet the requirements of shippers—'' car shortage. ý 
Since “car shortage” does not always mean a deficiency of equip- 
ment upon all the railways considered as one transportation system, 
but frequently means only that cars wanted in the West are de- 
tained in the Fast, or vice versa, it is clear that some definite plan of 
distribution should be determined upon for securing the maximum 
of service from each car with the minimum of infringement upon 
the rights of ownership. l 
| A fundamental principle has been laid down by the American 
Railway Association that every railroad is entitled to the use of cars 
equal to its ownership. .As a financial proposition it would seem 
that a road is entitled either to the service of its owned cars, in 
which case it would be expected that their earnings would pay inter- 
est on the investment and a fair average yearly earning plus an 
amount sufficient to keep them in repair and to provide for deprecia- 
tion; or, if the cars are in the service of or detained on other roads, to 
receive from the holding road compensation sufficient to cover these 
several items. This is, in its simple form, the end to be attained. 
It would seem, perhaps, that the application of a fixed mileage 
or per diem charge for the service or detention of a car upon a foreign 
road should afford an equitable basis for settlement between roads 
in all cases. Both systems have been tried. Neither has proved 
wholly satisfactory. Up to 1902, except in a few experimental 
instances, the only basis upon which a road received payment for 
the use of its cars on a foreign road was at a rate varying in different 
years from one and one-half cents to three-fourths of a cent per mile. 
The main objection to the plan was that charges did not accrue 
when a car was not moving. It might conveniently be used as a 
warehouse while cars belonging to the road holding it were engaged 
in more profitable service. It is not necessary to mention the 
possibility of error in reporting mileage. However, it is much 
easier to check up the service of a car by days than by miles; and in 
1902 the railways constituting the American Railway Association 
adopted per diem rules, by which the owning road is paid at a fixed 
daily rental while its cars are in possession of othér roads, which with 
numerous changes in rate and conditions of application have since 
remained the basis of settlement of car service between railways. 
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Two Views or CAR SERVICE 


With the development of the American railway system there 
have developed two schools of opinion as to the rights of railways 
to the possession and use of roiling stock. One rests on the basis 
that all car service rules that have ever been in force, except as 
they may have been locally modified within recent months to meet 
emergency conditions; recognize the fact that ownership of a car 
involves a right to itg prompt return after it has performed its 
immediate function ig the through service on which it had been 
forwarded. The second school of opinion assumes that the creation 
of through routes and joint rates has in effect created a pool of all 
cars used in such service, and that existing rules do not effectually 
regulate the service in the pool. 

The Commission on Car Servise of the American Railway 
Association, in formulating the two views above set forth, reported 
in March, 1916, that, whatever the solution of the problem, the 
efficiency of thevrules in force had not been proved because of the 
lack of their enforcement. It then gave notice that, beginning on 
June 1, 1916, it would act not only as a mediator in disputed mat- 
ters, as heretofore, but also would enforce the rales by the imposi- 
tion of the penalties the rules authorized. The Commission found 
it had not sufficient authority to deal with the existing situation. 
The same emergency called for putting into effect certain changes 
in the rules and finally for the adoption of a revised code of rules, 
which in turn has been upset in their operation by the transporta- 
tion necessities of a nation actively engaged in war. 

Car equipment is conveniently considered in two general classes. 
Special equipment, for example, open cars, ordinarily involves an 
empty return movement. Under normal conditions its service 
seems to have been fairly regulated by the rules in force. “Legal 
tender" equipment, for example, box cars, may be and ordinarily 
is, loaded at any time at any point in any direction when there is 
traffic. The use of this class of equipment could not be effectively 
regulated under the rules formerly in foree governing special equip- 
ment, because of a general recognition of the economic waste in- 
volved in returning an empty box car directly to its home road when 
by a diversion it could advantageously be loaded for movement in 
another direction. There has therefore been in effect for years a 
practically unregulated pool of this equipment. The result has been 
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that in times of unusual movement of traffic roads that had provided 
a geamingly adequate supply were unable to furnish cars, while 
roads with a less adequate supply were able to meet all demands 
because of their tenacity of hold upon foreign cars. The unregu- 
lated pool is therefore particularly unjust during times of car short- 
age to originating lines that have provided their quota, or more 
than their quota, of cars. It is likewise unjust to the public served 
by those lines which, without fault of their gwn, have been short of 
cars. In times of surplus, the unregulated pool is a source of injus- 
tice to distributing lines, because they are unable to get rid of the 
surplus equipment and are forced to pay per diem charges. 

The situation and the remedy were summed up by the Com- 
mission on Car Service in 1913. The following paragraphs are 
extracted from its report of that date: 


To be just to the railroads themselves and to the public generally, this pool 
should be regulated, to the end that there shall be secured to every road the use, 
when it needs them, of ita quota of “legal tender" equipment.(whether its own or 
the equivalent in foreign cars) or, in the alternative, compensation in money for 
the difference. Such regulation can be made effective only by the abandonment 
of the right to physical return to the owner of ita own cars, and the substitution 
of the right to possession and use by each line of “legal tender” cars in kind equiv- 
alent to the cars by it owned and contributed to the pool. 

The objections to recognizing a box car pool in the past have rested largely on 
the desire of roads which have supplied their quota of "legal tender" equipment, 
and have maintained it on high standards, to be assured of the use of cars measur- 
ing up to their standards. The answer is, that in practice existing car service 
rules have not secured this result so far as box cars are concerned. 


It is true that the force of the objections to a box car pool is 
augmented by the inequalities in construction, in strength, equip- 
ment, capacity and cost of maintenance, of the box cars contributed 
" to this irregular pool by the different roads. But it is also true that 
these inequalities are gradually disappearing. The adoption of a 
standard box car should remove the last objection to such a pool 
and would besides be attended with a considerable saving in cost 
of building. 

While there was, as before stated, no fair opportunity to test 
completely the effect of enforcement of the car service rules formerly 
in force, the new system adopted since this country entered the war 
seems to have tended to demonstrate the efficiency of pooling in 
securing a maximum of service from each car and a minimum of de- 
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lay to the shipper in meeting requisitions. During the six months 
ending with September, 1917, the railways handled 14 per cent more 
freight than in the corresponding months of last year with sub- 
stantially no Increase in equipment. Though establishing a virtual 
pool of box cars, the new rules recognize the right of the owner to the 
prompt return of special equipment and this is doubtless for the 
good of the service as well as a recognition of ownership rights. 
The roads that have an adequate supply of special equipment— 
coal, refrigerator or automobile cars—doubtless have them because 
of the amount of traffic originating on their roads requiring such 
facilities. It would neither be fair to them nor in the interests of 
the highest efficiency, except in emergency, to use this equipment 
for purposes for which the ordinary box car would serve as well or 
better. Recently, however, a pool of the coal cars of the Eastern 
Railways has been temporarily established. 

The principal features of the system developed by the Com- 
mission on Car Service under the authority conferred upon it as a 
war measure and acting in eoóperation with the Interstate Com- 
merce Commission have been the transfer of equipment from one 
section of the country to another where there was a greater need for 
it; and the success of its efforts to secure a greater efficiency of 
movement and loading of cars. Local shortages have been reduced 
by the transfer to needy localities of the required equipment col- 
lected in comparatively small lots from a large number of roads. 
More than 200,000 cars have been thus transferred. Until the 
usual increase in volume of traffic in the late fall and the inevitable 
slowing down of movement in the early days of winter, this system . 
of handling by one authority had operated to reduce unfilled requisi- 
tions for cars from 148,000 cars on May 1, to 34,000 on September 1, 
though, as before stated, 14 per cent more traffic had been handled 
than during the corresponding months of the previous year. The 
increase in traffic handled was partly due, also, to the increased 
mileage per car per day, in which the efforts of the railways were 
greatly assisted by the coóperation of shippers, as they were also in 
the loading of cars more fully to capacity. So far as box cars are 
concerned, the present rules and the flexible system under which 
they are in force seem to afford the best means available for handling 
car service. The designation, from time to time, of commodities 
that. may, Or may not be transported in open cars or special equip- 
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ment, has a tendency to minimize the economic waste involved in 
the usual empty return movement. Though designated as emer- 
gency measures, the rules and their application are based on effi- 
ciency of service. 

The power conferred upon one body to regulate car supply 
as exigencies may require seems to provide for fulfilling the con- 
ditions of the economic phase of the question; and the right of 
appeal concerning the handling and use of equipment by a foreign 
road affords means for equitable financial adjustment. The slogan 
of the service is: ‘In all cases, keep the cars moving, and settle 
differences of opinion afterward." 

As already intimated, the Interstate Commerce Commission, 
by act of Congress on May 29, 1917, was given express authority to 
regulate car service. The act defines the term “car service” as in- 
cluding “the movement, distribution, exchange, interchange, and 
return of cars used in the transportation of property." It requires 
every carrier to “establish, observe and enforce just and reasonable 
rules, regulations and practises with respect to car service," and 
gives the Commission authority to. suspend the operation of any 
rules, regulations or practises then established with respect to 
car service for such time as may be determined by the Commission, 
and also g£uthority to make such direction with respect to car service 

as in its opinion will best promote car. service in the 
na est of the public and the commerce of the people.” 

In the administration of this law the Commission in July, 
1917, organized a division of car service, which, under the reor- 
ganization of the Commission, has been changed to the Bureau of 
Car Service. It is evident, however, that the Commission believes 
that the railways through their own Commission on Car Service 
have been doing all they could to secure the greatest efficiency in 
the use cf cars; for its Bureau of Car Service has thus far devoted 
itself chisfly to coóperating with the railways’ Commission on Car 
Service. The Interstate Commerce Commission says in its annual 
report for 1917: 

Where occasion requires, orders or directions will issue under the car service 
act and directly to the carrier or the carriers directly concerned. Subject to this 
fundamenial principle, the Commision 1s availing itself, and will continue to avail 
itself, of cobperative effort on the part of the carriers’ Commission on Car Service. 


"n The present is peculiarly a time for the avoidance of unnecessary 
expense and duplication of work, and it has seamed to the Commission desirable 
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to utilize to the fullest extent all means for insuring maximum efficiency in the 
handling of cars. l 

That the spirit and manner in which the Commission has gone 
about its regulation of car service thus far have been effective in 
furthering the object it mentions—viz., “insuring maximum efi- 
ciency in the handling of cars”—is unquestionable. In periods of 
heavy traffic, such as the present when there are not enough cars to 
move all the freight, the great problems of car service, whether 
viewed from the standpoint of the managements of the railways, or 
that of the regulating authority, are, first, that of putting cars where 
they are most needed, and, second, that of securing the utmost 
service from each car. With equal information as to the conditions, 
the decision of the railways’ Commission on Car Service and that 
of the Interstate Commerce Commission’s Bureau of Car Service 
as to where cars are the most needed are pretty sure to be the same. 
Likewise, with the same information as to conditions, their decisions 
are pretty sure to be the same as to the best methods of securing 
the greatest efficiency in the utilization of cars. But it does not 
follow that government regulation of car service is superfluous. 
"The railway man naturally looks at the problem from the railway 
standpoint. The representative of the government naturally looks 
at it from the standpoint of the public. Friendly coöperation 
between the representatives of the government and the officers 
of the railroads is desirable in order adequately to protect and 
promote the interests of both railways and public. 


REGULATION OF CAR SERVICE UNDER GOVERNMENT 
CONTROL OF OPERATION 


Bv Jonn J. Esca 


The existence of freight car shortage since March, 1916, and 
especially in the last two months, resulting in increased cost of 
living and widespread suffering to millions of our population, has 
compelled consideration of causes and methods of relief. There 
have been such shortages in the past, but they have been temporary, 
due largely to seasonal demands. 


CAR SHORTAGES SINCE 1907 


Owing zo the phenomenal prosperity during the year 1907» 
there were two periods of car shortage in that year, one during the 
mid-summer months when the maximum shortage reached 30,370 
cars, the other during the last three months of the year when the 
shortage on December 24 reached 208,586 cars. During the fol- 
lowing years of 1908 and the greater portion of 1909 there was busi- 
ness depression, and the number of idle cars reached on April 29, 
1908, a maximum of 413,338 cars. During October and November 
of 1909 there was a small shortage. During 1911 there was no 
shortage. In the fall of 1912 tke shortage reached a maximum on 
November 7 of 51,259 cars. During the latter part of October, 
19183, there vas another small shortage, with no shortage for 1914, 
the first year of the European war. ‘The surplus of idle cars ex- 
tended throughout the year 1915, with a maximum on April 1.of 
327,084 cars. In 1916, however, owing to the tremendous demands 
upon the United States by the allied powers for munitions and 
supplies, there was & shortage on March 1 of 19,537 cars. Begin- 
ning with September 1, 1916, the car shortage increased until it 
attained 114,308 cars on November 1, with almost an equal number 
on December 1. On January 1, 1917 the car shortage had been 
reduced to about 62,000, but during that month it increased to 
over 100,000 cars. The shortage continued throughout the year 
and January of this year finds the situation more aggravated than 
at any other period of our history. 
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CAR SUPPLY 


For the last ten years about 135,000 freight cars on the average 
ia. ve been ordered and about 2,500,000 are nowin use, but only about 
(0,000 were ordered during 1917, a material reduction notwith- 
tanding the increased demands of traffic. “Prices, labor, material, 
leliveries and lack of funds have all contributed to keep the rail- 
oads out of the market." In the testimony presented to the New- 
ands Joint Committee on Interstate Commerce, representatives 
Xf the railroads declared that, owing to various causes and particu- 
arly to the regulatory control exercised not merely by the Inter- 
tate Commerce Commission but also by the several state com- 
nissions, it was impossible to secure sufficient funds to finance the 
oads, and, as a consequence, orders for new cars, locomotives and 
ther rolling stock have not been given and the normal increased 
lemand therefor on the part of some roads has not been met. 

This testimony, taken together with the declaration made sev- 
ral years ago by Mr. James J. Hill that ‘‘the railroads of the coun- 
ry rnust invest over five billion dollars for enlargement of facilities 
ipon roads now existing," leads to the conclusion that the present 
‘ar shortage, to a considerable extent, is due to the underequipment 
£ the roads. While it is true, as declared by the Supreme Court 
f£ the United States, ‘‘That it would be unreasonable to under- 
ake to require a carrier to provide facilities which would meet 
very condition that might arise," nevertheless, common carriers 
hould provide sufficient equipment to take care of seasonal de- 
nands, for these are recurrent, can be anticipated with reasonable 
ertainty, and should be provided against. All efficiently managed 
jublie utilities seek to take care of the peak load, and while this 
nay mean keeping idle part of the equipment even for the greater 
ortion of the time, the convenience of the public must be met. 


Some Causma or Car SHORTAGE 


Some of the causes for existing paralysis of transportation are 
be following: - 
l. Lack of adequate yard, trackage, warehouse and elevator facilities, espe- 


ally in large manufacturing and producing centers and at terminal points at 
ne seaboard. 





!Houston & Texas Central R. R. v. Mayes, 201 U. S. 321. 
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2. Lack of sufficient cars and motive power and inefficient operation. 

9. The holding of cars by shippers and consignees for speculative purposes 
and the failure of consignees to unload promptly. 

4, Lack of ocean carrying space. 

5. The slow movement of freight and shortage of cars resulting from the 
practice of carriers in permitting reconsignment of cars and the extent to which 
shippers have availed themselvas of reconsignment. 

. The car statistics furnished by the American Railway Associa- 
tion and the Interstate Commerce Commission show an unprece- 
dented movement of cars from middle and western producing centers 
toward the Atlantic and Gulf port terminals for consignment abroad. 
Inadequate warehouse, elevator and other facilities at these ter- 
minals and lack of ocean carrying space has resulted in unprece- 
dented congestion, thousands of cars being held on terminal tracks 
for days, weeks and even months, awaiting unloading. This con- 
gestion has prevented the prompt movement of unloaded cars west- 
ward to their home lines. Notwithstanding embargoes declared 
by western roads on eastbound shipments, the congestion has been 
only partially relieved. 


CAR SERVICE LEGISLATION 


Car service rules initiated by the carriers and voluntarily 
assented to have existed for several years. "These rules regulated 
the exchange, interchange and return of cars, prescribed per diem 
charges and penalties for the violation of these rules. During 
periods of lax and normal freight movement rules were generally 
obeyed, but during periods of car shortage or congestion tbey were 
openly violated and penalsies were not enforced because of fear of 
loss of traffie or retaliation. There was neither inclination nor 
power of enfarcement. ' 

During tne latter part of 1916 the Interstate Commerce Com- 
mission made repeated efforts to get the American Railway Asso- 
ciation, through its car service committee, to enforce its own rules, 
but failed nozwithstanding the fact that the executives of some of 
the leading roads gave ready and effective support. The Commis- 
sion, therefore, to relieve a situation growing constantly more des- 
perate, after notice of hearing, issued an order on January 18, 1917, 
modifying the car service rules of the American Railway Associa- 
tion by requiring the carriers to return to their owners without 
diversion or misuse all forcign open-top cars and all railroad owned 
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or controlled refrigerator, heater, ventilator and insulated cars after 
being unloaded at destination, e.ther loaded or empty, (2) direct if- 
belonging to direct connections, (b) through the proper home route 
if belonging to other than direct connections, or in accordance with 
such rules as may be found reasonable and be prescribed, and to 
return all other foreign freight cars to their owners in accordance 
ish ear-service rules 1, 2, 3, and 4 of the American Railway Asso- 
ciation, or to effect a relocation of such cars in accordance with 
such other rules as may be found reasonable and be prescribed. 

This order was to have become effective April 15,1917. War 
having been declared April 6, on April 11 the chief executive officers 
of the railroads met and resolved “That during the present war 
they will eoórdinate their operations in a continental railway sys- 
tem . . . . to produce a maximum of national transportation, 
efficiency”? and created the organization necessary to effect this 
object. A car service committee was appointed and through it an 
earnest and partially successful effort was made to abate car short- 
age and congestion. 

Owing to the fact that the Interstate Commerce Commission 
was not unanimous in its order and report of January 18, 1917, due 
to doubts as to its authority tc prescribe general rules relative to 
interchange of cars, and the recommendation of the Commission 
that the “punch” of law was n2cessary to secure prompt and uni- 
versal observance, Congress passed, and on May 29, 1917 the Presi- 
dent approved the Car Service Act, defining car service" as includ- 
ing "the movement, distribution, exchange, interchange and return 
of cars used in the transportation of property by any carrier subject 
to the Act to Regulate Commerce” and making it the duty of every 
such carrier “to establish, observe and enforce just and reasonable 
rules, regulations and practices with respect to car service." It 
was further provided that: 

The commission shall, after hearing, on a complaint or upon its own initita- 
tive without complaint, establish reasonable rules, regulations, and practices with 
respect to car service, including the classification of cars, compensation to be paid 
for the use of any car not owned by any such common carrier and the penalties 
or other sanctions for nonobservance of such rules. 

Whenever the commission shall be of opinion that necessity exists for imme- 
diate action with respect to the supply or use of cars for transportation of prop- 


erty, the commission shall have, and it is hereby given, authority, either upon 
complaint or upon its own initiative without complaint, at once, if it so orders, 
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without answer or other formal pleading by the interested barrier or carriers, and 
with or without notice, hearing, or the making or filing of a report, according as 
the commission may determine, to suspend the operation of any or all rules, regu- 
lations, or prac-ices then established with respect to car service for such time as 
may be determined by the commission, and also authority to make such just and 
reasonable directions with respect to car service during such time as in its opinion 
will best promote car service in the interest of the public and the commerce of 
the people. 

To carry out these broad powers effectively the Commission 

on July 9, 1917, created the Bureau of Car Service, through which 
it has undertaken to regulate this service throughout the United 
States in coóperation with the carriers’ committee. Much good 
has already been accomplished and thousands of cars, irrespective 
of ownership, have been ordered from congested centers to the 
South and West where shortages existed. Car equipment has been 
pooled to expedite movement of coal to Lake Erie and Atlantic 
ports. . The use of open-top cars has been denied to industries not 
essential in war production. 


How Car Servic Can BE INCREASED 


Car service can be increased through voluntary effort on the 
part of shippers and carriers and through regulation. Shippers can 
load cars 10 per cent above their stenciled carrying capacity; ship 
full instead of less than carloads lots; increase their storage room; 
install effective loading and unloading devices; order no more cars 
than needed; regulate their shipment as far as possible so as to 
avoid a glutted or congested terminal market; purchase coal and 
other supplies at times when traffic is slack; join with other shippers 
to make a full carload billed to a coramon destination; coóperate 
with carriers in establishing “sailing days.”’ 

The carriers can on their own motion expedite traffic move- 
ment by reducing the 15 per cent of locomotives ordinarily under 
repair to 10 per cent, thereby adding 3,325 to the number in service; 
increase the average per dienr run of locomotives from 75 to 90 
miles, thereby in effect adding 3,300 locomotives; reduce the num- 
ber of cars now normally under repair from 6.5 per cent to 4 per 
cent and thereby release 64,000 cars for active service; increase the 
average per diem run of freight cars from 25 to 30 miles and thereby 
add 20 per cent or 515,000 cars to the existing equipment. 

If these suggestions making for efficiency were even partially 
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carried out by shippers and carriers there would be no question of 
car shortage to solve at this time. While there has been an earnest 
and patriotic spirit manifested shroughout the country to get the 
most use out of cars and locomotives, the compulsion of law and 
regulation made pursuant thereto has been found necessary. 


REGULATED CAR SERVICE 


The car service rules voluntarily adopted years ago by the 
carriers have, since the decision of the Interstate Commerce Com- 
mission of January 17, 1917, with the modification already referred 
to and under the Car Service Act, become laws capable of 
rigid enforcement. Existing rules approved by the Commission 
expedite traffic by allowing carriers to make & per diem charge per 
ear for the use by another carrier with a maximum of $1.25 per 
day; to make & charge for the civersion of a foreign car; to charge 
demurrage against shippers for detaining cars after the two days' 
free time allowed for unloading; to make & charge for the recon- 
signment privilege. The purpose of these charges is not to increase 
the revenues of the carriers but to hasten the return of cars to the 
owning road and the loading and unloading of cars. The more 
rapidly this is done the less care will be required. Slow movement 
means congestion. Doubling tae number of ears without hasten- 
ing their movement will only add to the congestion. 

In time of emergency the Commission can suspend, with or 
without notice, hearing or the making or filing of a report, the opera- 
tion of any existing rules, regulations or practices with respect to 
car Service and can make such just and reasonable directions as 
will best promote such service in the interest of the public and the 
commerce of the people. Only recently the demurrage rates were 
increased to a maximum of $5 per day to lessen congestion. That 
high demurrage rates reduce by one-half the time consumed by 
shippers and consignees in loading and unloading, the experiences of 
California and Canada fully attest. 

Congress could greatly increase car efficiency by standardizing 
cars, locomotives and other equipment. It has already standard- 
ized air brakes, automatic couplers, running boards, grab irons, 
ladders, sill steps and hand brakes in the interest of safety. Stan- 
dardization of cars and equipment will result in efficiency as surely 
as it has already done in the manufacture of automobiles. There 
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are almost as many types of cars as there are railroad systems. As 
they pass frcm system to system they must be repaired from time 
to time while on lines remote from the owning line and where nec- 
essary spare parts are not obtainable: delay or an imperfect job 
results. In 1914 the railroads hauled one empty for every two 
loaded cars, due in large measure “to the design and construction 
- of freight cars, which are for the greater part designed for special 
service, rendering them incapable of transporting a load except in 
one direction with a given commodity." Hopper coal cars are an 
example. With standardization, a type of car could be built that 
would be readily unloadable and fitted for a back haul. If unifica- 
tion of control is to result from the war, standardization may follow 
naturally and without legislation. It should come gradually, even 
as & result of legislation, and should apply only to new equipment. 


REGULATION oF Car SerRvick ÜNDER GOVERNMENT CONTROL 


By proclamation of December 26, 1917, and under the Act of 
August 29, 1916, and the Resolution of April 6, 1917 declaring war 
against Germany, the President, through the Secretary of War, 
took possession and assumed control at twelve o'clock noon of De- 
cember 28, 1917, “of each and every system of transportation and 
the appurtenances thereof located wholly or in part within the 
boundaries of the continental United States” consisting of railroads, 
etc. The proclamation gives to the Director General of Railroads 
appointed thereunder, power to issue orders, general or special, 
which shall be paramount, even though they override existing stat- 
utes and orders of the Interstate Commerce Commission or of state 
commissions. l 

Conceding the constitutionality of the grant of such power, it 
is evident that existing car service rules applicable in time of peace 
and under private ownership may be materially modified or even 
abrogated now that the roads are taken over, under the war power. 
Already the Director General has requested the Interstate Com- 
merce Commission to change demurrage rates to a maximum of $10 
per car. In his first order issued December 29, he ordered all trans- 
portation systems to be operated as a national system, and “all 
terminals, ports, locomotives, rolling stock and other transportation 
facilities” to be fully utilized without regard to ownership. 'This 
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gives sanction to pooling of equipment, already practiced since last 
May as to freight cars, by the Railroads War Board. 

The unification of the roads and surrender of control by their 
owners of all equipment will be the most salutary kind of revolution, 
& revolution whieh in large part will remain whether the roads are 
returned to the owners after the war or are controlled or owned by 
the government. Unified government control during this war will 
make the freight car as current as a dollar bill and be governed by 
the same economie law—go where it can be used. It will be as 
responsive to the needs of traffic as the Pullman car is to “the needs 
of the traveling public." If this be true, then fewer»car service 
rules will be necessary during the war. 

Under order No. 1 of the Director General, designation of 
routes by shippers, heretofore authorized by law, are to be disre- 
garded to promote speed and efficiency, cross hauling of freight and 
use of circuitous or long-haul routes are to be discontinued for the 
same purpose as are also traffic agreements between carriers. The 
result of this order will make it possible to discharge many men, 
eliminate advertising, maintenance of needless offices and effect 
other economies, but the greater cost of government management as 
& rule, may offset the savings, if past experience is any guide. 

Before the proclamation of December 26, the railroads, in the 
interest of coal conservation and to release train crews and locomo- 
tives to haul freight and to relieve congestion, had abandoned many 
of their passenger trains, especially in eastern territory. In fur- 
therance of this movement the Director General has ordered ‘so 
far as practicable, the annulment of passenger trains which interfere 
with giving necessary freight service." Hundreds of passenger 
trains have already been taken off and & reduction of 20 per cent of 
through trains is contemplated. On the passenger trains still re- 
maining, the use of private and observation cars has been aban- 
doned and the use of sleeping and parlor cars on daylight runs, 
because of their weight and restricted seating capacity, are to be 
dispensed with. As passenger traffic is diminished, freight traffic 
can be increased and speeded up and the winning of the war made 
possible. To do this, who will not be willing to make some sacrifice? 


PHYSICAL NEEDS OF THE RAILWAYS UNDER GOVERN- 
MENT CONTROL 


By Jourus H. PARMELERE 


Railway congestion may result from two wholly distinct forms 
of inadequacy, so far as concerns equipment; an inadequate supply 
of equipment, or inadequate utilization of equipment already in ser- 
vice. Having first ascertained which particular form of inadequacy 
is responsible for some specifie experience in congestion, it becomes 
possible to determine what shall be the proper remedy. Govern- 
ment control over the American railway system, which became 
effective as the calendar year 1917 was drawing to a close, was made 
necessary partly by the congested condition of railway traffic, es- 
pecially in the eastern section of the United States. To arrive at 
an estimate of the equipment and other facility needs of the railways 
while under government control, it is advisable briefly to review 
recent traffic history, to ascertain what steps led up to the Presi- 
dent’s proclamation taking over the railways, and finally to attempt 
a forecast of the probable traffic developments and physical needs 
of the near future. 

For the sake of clearness and convenience, certain terms will be 
used throughout this article to convey certain specific meanings, as 
follows: ‘Period of government control" will be used to include 
such period after the declaration of peace as may be assigned (either 
by Congressional or Presidential action) for the retention of the 
lines. The term ‘railway facilities” throughout the article will 
denote the.general railway plant, including roadway and track, 
bridges, stations and otber structures, with the sole exception of 
equipment. *''Equipment" will refer to the movable part of the 
plant, including locomotives and cars of all kinds. ‘Motive power” 
will refer to locomotives, while “rolling stock” will be used to apply 
to cars as distinguished from locomotives. Inasmuch as the dis- 
cussion will center almost wholly on freight traffic problems, “ roll- 
ing stock” will indicate freight cars unless otherwise specified. 

The railways of the United States are under constant obliga- 
tion not only to maintain their facilities and equipment, including 
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repairs, retirements, and ordinary replacements, but also to add 
such new facilities and new equipment each year as will enable them 
to keep up with the growth of traffic. There is a clear distinction 
between maintenance of the railway plant at normal level, and such 
improvements and betterments as represent additions to the plant. 
The cost of maintenance is an operating expense, met from current 
revenues and chargeable to ‘‘maintenance of way and structures”’ 
and “maintenance of equipment" accounts. The cost of additions 
is a capital charge, whether the new facilities and equipment are 
paid for out of surplus earnings or are financed by the sale of securi- 
ties. The distinction is not only one of accounting, but also reflects 
the purposes for which maintenance and additions are carried out. 
Maintenance work is designed to keep a railway in condition to 
meet the normal traffic demands that, judging by past records, will 
be made upon it; new additions are made to care for the added . 
traffic that is expected to develop from the growing needs of a 
community, or to promote economy and efficiency in operation. 
These distinetions should be borne clearly in mind, as they have 
a, definite bearing on any discussion of physical railway needs. 


GnowrH or Trarric, EQUIPMENT AND Facruitres To 1917 


Growth of railway traffic has been astonishingly great in recent 
years. From 1908 to 1915 the annual increase in tons of revenue 
and non-revenue freight carried one mile, or ton-miles, was less than 
4 per cent, while the number of passengers carried one mile, or 
passenger-miles, increased less than 2 per cent per year. Since 
1915, however, both forms of traffic have grown by leaps and 
bounds. The calendar year 1916 showed an increase in freigh; 
traffic over the fiscal year 1915 (ended June 30) of about a third, the 
increase being from a little over 300 billion ton-miles to about 400 
billion ton-miles. This was the growth of a period of eighteen 
months. The calendar year 1917 showed an increase over 1916 of 
not less than 10 per cent, which would place the 1917 traffic in the 
neighborhood of 450 billion ton-miles. For the thirty-month period 
from July 1, 1915, to December 31, 1917, this represents an in- 
crease from about 300 billion to 450 billion ton-miles, or 50 per cent. 
Similarly, passenger-miles increased from 32 billion in the fiscal 
year 1915 to 35 billion in the calendar year 1916, an increase af 
approximately 10 per cent in eighteeen months. "The passenger 
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business in 1917 was unusually heavy, partly owing to the demands 
of war trave., and partly to heavy troop movements. While exact 
figures are rot as yet available regarding the passenger traffic of 
1917, it was approximately 15 per cent greater than in 1916, which 
would make it not less than 40 billion passenger-miles. This is an 
increase for the period from 32 billion to 40 billion passenger- 
miles, or about 25 per cent. 

We have thus presented an extraordinary picture of traffic in- 
creases as between the annual periods ended July 1, 1915, and 
December 31, 1917, as follows: 

Ton-miles, from 300 billion to 450 billion a year, or 50 per cent. 

Passenger-miles, from 32 billion to 40 billion a year, or 25 per 

cent. 

The significance of these astounding figures will be made ap- 
parent in our discussion of physical needs. 

Railway mileage has increased but slowly during the past few 
years, the average annual increase being about a thousand miles. 
This refers to miles of line, or first main track. Increase in addi- 
tional trackage, such as second, third and fourth tracks, yard tracks, 
and sidings, constructed to enable railways to handle a more inten- 
sive traffic, has been more rapid than in miles of line. Additional 
trackage has been growing recently at the rate of nearly 2,500 miles 
a year. Applying these annual rates to the thirty-month period 
from July 1, 1915, to December 31, 1917, the best available figures 
make it appear that miles of line increased about 2,500 miles, and 
additional tracks about 6,000 miles. While this represents a con- 
siderable amount of new construction, it is an increase in line mile- 
age of only 1 per cent, and in additional track mileage of about 5 
per cent. Recollection that freight traffic increased 50 per cent 
during the same period and passenger traffic 25 per cent will lead 
to a realization of the additional traffic burden thrown on each mile 
of line in 1917 as compared with 1915. In fact, traffic density as 
measured by ton-miles and passenger-miles per mile of line in- 
creased 48 per cent in the case of freight traffic and 24 per cent in 
the case of passenger traffic. This burden fell primarily on the 
railway staff, secondarily on the terminal facilities, motive power, 
and rolling stock, freight and passenger, and lastly on the other 
facilities included in the railway plant. 

"^ While the growth of traffic was throwing this greatly increased 
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burden onto the railways, was there a corresponding increase in the 
amount of equipment in service and available to handle the traffic? 
Detailed figures are not available to December 31, 1917, but it 1s 
possible to approximate an answer to this query. During the eigh- 
teen months from July 1, 1915, to December 31, 1916, the increase 
in number of steam locomotives in railway service was less than 2 
per cent, the increase in freight cars was considerably less than 1 per 
cent, and in passenger cars approximately 1 per cent. The year 
1917 offers a most complex record as to the construction and dis- 
tribution of new equipment, and as will be shown a little later, the 
demands of our allies and of our own armies in France drew off much 
of the production originally intended for the American railways. 
It probably does not overstate the case to say that as a whole 1917 
did not add over i per cent to the supply either of locomotives, or 
of freight and passenger cars, which would make the number in ser- 
vice on December 31, 1917, greater than on July 1, 1915, by about 
3 per cent in the case of locomotives and about 2 per cent in the case 
of cars. Thus with an added 2 or 3 per cent of equipment, and an 
additional 1 to 5 per cent of trackage, the railways in 1917 were 
handling 25 to 50 per cent more traffic than in 191511 
The answer to what seems at first sight a most puzzling riddle 
may be found partly in the fact that 1915 was a year of low traffic, 
partly in the monthly freight efficiency reports issued by the Rail- 
roads’ War Board beginning with April, 1917. Such great increases 
in traffic as have just been indicated could not have been handled 
merely by taking up the slack of 1915, but must have been met either 
by greatly increasing railway facilities or by utilizing existing facili- 
ties to a much greater degree than formerly. We have seen that 
mileage and equipment showed very moderate rates of growth from 
1915 to 1917, while traffic was growing by tremendous leaps; the 
first alternative, that of increased facilities, is therefore untenable. 
That the second alternative must more nearly approximate the 
correct solution is confirmed by the War Board efficiency reports 
and by the testimony of close students of the period. During the 
first eight months of the War Board’s operations (April to November 
1 Owing to the continually increasing size and capacity of equipment, and to 
improvements in other facilities, railway facilities do not need to increase pro- 
portionally so fast as traffic. My emphasis is merely on the very wide margin 
here shown between the differant rates of increase. 
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inclusive) the average load per loaded car increased from 24.8 tons 
in 1916 to 27.1 tons in 1917, or 9.8 per cent; the number of tons 
hauled per train increased from 626 tons to 672 tons, or 7.3 per cent; 
finally, the daily mileage of locomotives increased 1.9 percent. This 
resulted in a saving of 32 million train-miles and 1,350 million car- 
miles. That is, even with heavier loading, which might logically 
have tended to slow-up the movement of trains over the tracks, the 
drive for effiziency inaugurated by the Railroads’ War Board had 
its result in greater carloads joined together in heavier trains, 
traveling longer distances each day than formerly. Combining 
these different factors into one, each freight locomotive during the 
seven-month period of 1917 hauled a greater amount of traffic, 
measured in terms of ton-miles, by 11.1 per cent, than during the 
corresponding period of 1916, while similarly each freight car carried 
a greater traffic by 9.9 per cent. Available statistics on passenger 
traffic efficiency are far less definite and complete than those for the 
freight traffic, but with the same equipment limitations as in the 
case of freight, on the one hand, and similar increases in passenger 
traffic on the other hand, the use of each locomotive and car in 
the passenger service must also have increased greatly. 

The comparisons of the preceding paragraph are all of 1917 
with 1916, and portray considerable gains in efficiency in 1917. We 
have already seen that the year 1916 showed great traffic increases 
as compared with 1915, and with but slight additions to equipment 
and other facilities. It seems safe to assume, therefore, that operat- 
ing efficiency in 1916 was at a higher level than in 1915, and this in 
spite of the fact that 1915 was a year of business depression, when 
railway facilities were not being utilized to the fullest. If the effi- 
ciency of 1915 was greater than that of 1915, while the efficiency 
of 1917 was considerably greater than in 1916, it follows that the 
two-year gain in efficiency was more than considerable. 

The foregoing review of growth of traffic, of equipment, and of 
facilities to 1917 brings us to the prospects and needs of the period 
of government control. At the outset we are confronted with the 
annoying fact that difficult as it may be to picture the immediate 
past and grasp the present, it is almost impossible to outline the 
future, even in the most sketchy fashion. What will be the period 
of the war, how will its needs and demands shape themselves, what 
new alignments of men and materials will be necessary before the 
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clarion of peace is sounded? These and many similar queries call 
for answer before the attempt be made to prophesy the future needs 
of the railways. Yet some idea of the railway future is necessary, 
if our transportation facilities are to be kept up to their mark and 
do their share toward the prosecution of the war and toward the 
later general reconstruction. 


EQUIPMENT PROBLEMS IN 1917 


Before turning to the future, it may not be unfruitful to ues 
for a moment at the equipment problems confronting the American 
railways in 1917. The annual output of locomotives for domestic 
use has not been below 2,000 for many years, and ha3 risen much 
higher in some years. In 1916 it was slightly over 4,000. Anything 
short of 2,500 would appear insufficient to take care of replace- 
ment and renewal needs. It is clear, of course, that a certain 
amount of construction each year serves merely to fill up such 
gaps in equipment in service as are due to loss by fire or wreck, con- 
signment to the scrap heap because no longer fit for service, and 
obsolescence. Replacements and renewals are for the most part 
charged to operating expenses. Over and above replacement de- 
mands are the demands for entirely new equipment to meet the 
needs of increasing traffic; and the cost of such equipment is a capi- 
tal charge. In 1917 the number of locomotives built for domestic 
use was only 2,600, or less than half the total output for the year, 
the balance being allotted to the French and Russian governments 
and to the American army in France. "These 2,600 engines for do- 
mestic order hardly more than mat the normal replacement needs of 
the railways. With freight and passenger traffic in 1917 much higher 
than the 1916 and 1915 levels, and with locomotive construction 
hardly sufficient to meet replacement needs, it 1s clear that what 
motive power was in service in 1917 must have been driven at top 
speed to accomplish the necessary results. 

The situation with regard to freight and passenger ears was not 
£0 bad, although it was serious enough. The norma. replacement 
need for freight cars is probably in the neighborhood of 100,000 cars 
&year. In 1916, construction for domestic use amounted to 135,000 
cars, while in 1917 it dropped slightly below 120,000. "That is, the 
domestic supply of freight cars in 1916 and 1917 added about 55,000 
cars above replacement needs to equipment already in service, or 
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something over 2 per cent. Passenger car construction for domestic 
needs averages normally not less than 2,500 cars. In 1916 it was 
1,800 and in 1917 about 2,000, or below normal. Production of 
freight cars for foreign order in 1917 was about 32,000, while pas- 
senger car construction for foreign use was negligible. 

The statistics of the foregoing paragraph may be summarized 
in the statement that with a freight and passenger traffic running 
much greater than in 1915, the supply of new freight cars for do- 
mestic use was only slightly greater than sufficient. for replacement 
needs, certainly hardly equal to providing for the abnormal traffic 
requirements of 1917, while the supply of new locomotives and pas- 
senger cars was not only below normal in 1917, but was probably 
insufficient to meet normal requirements for replacement. 

With this review of 1917 conditions in mind, and having before 
us also the growth of traffic and of equipment and other facilities 
from 1915 to 1917, we may now turn to the prospects for the period 
of government control. Such a survey of future prospects must 
rest partly on traffic possibilities and partly on the possibility of 
keeping up the supply of new equipment, rails, bridges, ballast, ties 
and countless other materials that are included under the head of 
facilities. 

TRAFFIC POSSIBILITIES DURING PERIOD OF GOVERNMENT CONTROL 


First, as to traffic possibilities. In the matter of passenger ` 
service, it may be assumed that under government control of trans- 
portation facilities and operation the needs of passenger travel will 
be very largely subordinated to the movement of absolutely neces- 
sary war materials and other necessary freight, food and fuel. In 
Great Britain every effort has been made since the outbreak of 
war to reduce passenger travel upon the railways. To effect re- 
ductions low rates have been cancelled, special service has been cut 
down or abclished, free baggage and other privileges have been 
largely withdrawn, and every effort made to induce the general pub- 
lic to refrain from unnecessary travel. When these various devices 
did not produce the fullest results desired, the Railway Executive 
Committee in 1917 took the radical step of increasing passenger 
fares 50 per cent by a stroke of the pen, the avowed object of the 
move being to decrease travel rather than to increase revenues. 
Still other restrictions are in prospect. Whatever steps may be 
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taken in the United States to stem the tide of passenger travel dur- 
ing the war, it is safe to predict that serious and earnest attempts 
will be made to keep it down to a reasonable level, if possible, and 
that the demands of the traveling public for such facilities as new 
passenger stations and other conveniences, and for passenger equip- 
ment (especially for special equipment such as Pullman, drawing, 
observation, restaurant cars, and the like) will not be met until the 
freight service has been taken care of, and that means not at all dur- 
ing the progress of the war. The history of the principal warring 
nations has given us a striking picture of official effort to keep down 
passenger travel, and we may reasonably assume that the United 
States will soon be a figure in the same picture. In fact, efforts 
have already been made, both under private management and gov- 
ernment control, to make travel less attractive by providing less 
trains and fewer special services and conveniences per train. Pas- 
senger traffic may be kept stationary, or may even be reduced if that 
proves practicable. f 

The problem of freight transportation is wholly different. If 
the United States is to be a significant factor in winning the war, her 
transportation system must be tuned up to highest pitch, both to 
meet the normal and legitimate demands of our economic activities, 
to supply vital munitions and supplies to our troops across the seas, 
and to assist our allies with the essential food and other supplies that 
will hold up their hands in the final stages of the conflict. Freight 
traffic will probably continue at its maximum, then, during the re- 
mainder of the war period. The maximum to date was the freight 
record of 1917, which was in the neighborhood of 450 billion ton- 
miles. In fact, the war demands for transportation in 1918 and 
later years may go above this maximum of 450 billion ton-miles. 
True, the traffic will be different in many respects, will be in different. 
directions, and will be made up of different articles and in different 
proportions from that of normal times, but that the speeding up of 
our war machine will lay demands on our transportation system far 
above any yet made seems almost beyond question. Let us assume 
at the beginning, therefore, that traffic demands during the period 
of government control wil be more likely to increase than to 
decrease. i 
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GOVERNMENT UTILIZATION oF EQUIPMENT AND FACILITIES 


How will these demands be met? By utilizing the existing 
railway plant to fuller capacity than ever before, or by increasing 
the plant? Probably both methods will be called into play. In 
the first place, government unification should lead to many improve- 
ments in the utilization and coérdination of railway facilities. The 
President’s address to Congress on January 4, 1918, stated this 
clearly in the following words: 


It had become unmistakably plain that only under government administra- 
tion can the entire equipment of the several systems of transportation be fully 
and unreservedly throwh into a common service without injurious discrimination 
against particular properties. Only under government administration can an 
absolutely unrestricted and unembarrassed common use be made of all tracks, 
terminals, terminal facilities and equipment of every kind. Only under that 
authority can new terminals be constructed and developed without regard to the 
requirements or Hmitations of particular roads. But under government adminis- 
tration all these things will be possible,—not instantly, but as fast as practical 
difficulties, which cannot be merely conjured away, give way before the new 
management. 


The routing privileges heretofore held by the dither under 
the provisions of the Interstate Commerce Act, can be withdrawn 
by the Director General of Railroads if he deems desirable, and a 
hampering element in freight transportation be removed thereby. 
As a matter of fact, the congested situation in the east has already 
compelled the waiving of this privilege in many instances. At first 
sight it may not appear clear why the routing privilege hampered 
traffic, but second thought will bring into relief the fact that con- 
gestion could not be relieved at terminal or junction points, or at 
gateways into the east from west and south, so long as shippers were 
_ directing that certain freight shipments should move into or through 
those very terminals, junctions, or gateways. It actually happened 
during the surc mer of 1917 that the Railroads’ War Board pleaded 
with large shippers of certain food supplies to relieve congestion at 
the Pittsburgh gateway by diverting their traffic through the south- 
east. The War Board could not accomplish this because the law 
tied their hands; the food administration took up the matter and 
the diversion was accomplished. Under government control freight 
can be routed with little reference to the preferences of the shipper; 
the chief consideration will be to move freight, and to move it 
quickly. 
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Again, government control can unify the supply and distribu- 
tion of motive power and equipment, making of it virtually a na- 
tional pool. The Railroads’ War Board in 1917 pooled several kinds 
of freight car equipment by meeting demands for cars from what- 
ever source happened to be available. Motive power was also 
pooled to a limited degree. in December. Congestion in the Pitts- 
burgh district grew so serious that 100 western freight locomotives 
were commandeered by the War Board and placed in eastern ser- 
vice, while to relieve the coal situation in the West Virginia district 
25 locomotives were drawn from southeastern roads and turned over 
to two roads operating in that district. These efforts, excellently 
designed as they were, could be but partial solutions of the problem 
of congestion. The government can organize an extensive pool of 
motive power and of freight equipment without delay, friction, or 
any of the hampering restricticns that may accompany deals be- 
tween separate roads. In fact a step in this direction was taken 
by Director General McAdoo in January, when he directed Ameri- 
can locomotive builders to deliver to specific eastern lines all loco- 
motives completed during the months of January, February and 
March for railway order, regard_ess of the roads for which they were 
under construction. It was estimated that this would release 700 
locomotives for almost immediate service in the east during the 
three-month period, only a part of which had actually been ordered 
by eastern roads. 

Further, the Railroads’ War Board pooled certain forms of 
freight traffic, notably the lake zoal pool of June, the tide-water coal 
pool of July, and also-iron ore pools at the lake ports. By agree- 
ment, shippers of coal and iron ore patriotically waived their indi- 
vidual identities for the time being and delivered their products at a 
common point or points, to be drawn against for whatever purpose 
seemed most needful. Shippers of other goods also threw their 
goods into what were virtually common pools of their kind of prod- 
uct. But while the War Board met with considerable success in 
the pooling of ‘traffic, they were prohibited by law from pooling 
freight revenues, and this prohibition was a bar to the fullest suc- 
cess of their efforts. Roads that lost traffic in 1917 through pooling 
operations lost revenue as well, and while losses were incurred with- 
out protest by many roads, the inequity of the situation spelled 
failure for any widespread extension of pooling measures. The 
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Director General is hampered by no anti-pooling or anti-trust laws, 
and the guarantee to each road of its normal net income makes it, 
for the time being, a matter of little moment how, in what direc- 
tions, and by what routes traffic is collected, forwarded, pooled, or 
otherwise disposed of. 

Thus it becomes clear why the government, as the controller of 
the railway system, will be subject to none of the hampering restric- 
tions which undoubtedly had their share in bringing about the 
events that resulted in the President’s proclamation. 

Not only can cars be pooled and distributed without restric- 
tion, but all the related and complex questions of car supply, pf 
demurrage cLarges, of free time for loading and unloading, and other 
perplexing problems underlying car servica, can be solved at one 
stroke by the government. Several steps have already been taken in 
that direction, as in the rules fixing demurrage rates on a sliding 
scale that become almost prohibitive after a week, and instituting 
definite restriztions as to free time for loading and unloading. The 
Director General may conceivably travel farther along the same 
line before the period of government ccntrol is terminated. Here, 
too, the Railroads’ War Board through its important sub-committee, 
the Commission on Car Service, had attempted & solution of the 
problem with definite results. Freight congestion is largely a mat- 
ter of inadequate car supply and uneven car distribution as be- 
tween localities. The War Board's reports of total car shortage 
throughout the United States in 1917 throw light on the results 
attained by the Board through the Car Service Commission. From 
May 1 the total car shortage, that is, cers for which there was de- 
mand but no immediately available supply, fell rapidly to Septem- 
ber 1, then reacted quickly to a high level on November 1. This 
reaction was partly seasonal, but probably represented also in part 
the rising tide of traffic offered. 

The Railroads’ War Board met also with considerable co- 
operation from. shippers in their campaign to increase car loading. 
Rules governirg minimum weights were modified by the roads, and 
many shippers agreed to sink the identity of their goods and com- 
bine similar products from different factories in common carloads. 
The result of this campaign is reflected in the increased carload 
averages of 1917 already referred to, amounting to nearly 10 per 
cent. 
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As to making the present supply of motive power and rolling 
stock available, then, the government will have virtually a free hand. 
The only hampering factor may bə found in the fact that during 1917 
the pressure of traffic, the shortage of labor, and the high cost of 
materials kept some roads from maintaining their equipment at the 
highest level of repair. This applies more specifically to motive 
power than to cars, and also in some degree to track maintenance. 

The question of the adequacy of maintenance work is extremely 
difficult of solution. That the raaintenance level in 1917 was not 
sufficient to the heavy traffic of that year may be admitted, but the 
reasons are a matter of some discussion. The cost of transporta- 
tion increased 28.9 per cent during the first, eleven months of 1917, 
while maintenance costs increased only 11.1 per cent, maintenance 
_ of equipment increasing 14.9 per cent and maintenance of way 6.6 
per cent. This comparison is only suggestive, inasmuch as labor 
and materials enter into transportation and into maintenance in 
different proportions, yet it has a certain significance. It seems 
reasonable to consider the scarcity of labor, the high cost of 
materials, and the terrific pressure of war traffic which forced equip- 
ment to remain in service when it might ordinarily have been 
shopped, as the predominant csuses for the relatively low main- 
tenance of 1917. Railway shop labor was unusually mobile, owing 
to the competition of higher wages in munitions and other factories, 
and flowed into other industries with appalling ease, some railway 
shops turning over their forces two or three times during the year. 
This shortage of shop labor had an especially disastrous effect on 
the maintenance of equipment. 

This disposes of the problem of inadequate utilization of equip- 
ment and brings us to the more difficult problem of the supply of 
equipment and other facilities, and necessary additions thereto. 
This problem introduces factors so complex and so vast that we can 
hardly attempt more than a brief enumeration of the factors and a 
statement of their general relationship to the question as a whole. 


NEEDED EQUIPMENT AND FACILITIES UNDER GOVERNMENT CONTROL 


To begin with, it must be clear that a living organism must 
either grow or degenerate. The transportation system is a part of 
the economic body of a people; it furnishes the economic arteries and 
pumps goods through those arteries. It must live and grow, or the 
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people's progress is doomed. We have seen that the past two and a 
half years have added little to the facilities of the roads, compared 
with the great increase in traffic. We have also seen that traffic 
will continue at a high level, perhaps higher than in 1917, and that 
the general condition of railway equipment and facilities at the be- 
ginning of 1918 is on some roads below par. "These various realiza- 
tions lead necessarily to the conclusion that new facilities and new 
equipment must be added under government control and in con- 
siderable amounts, if the railways are to perform their full share in 
the war. 

In the earlier analysis of maintenance and additions, we saw 
that the former is chargeable to operating expenses, while the latter 
is a capital item that may be charged to surplus or provided for by 
means of new securities. As to railway maintenance work during 
the period of government control, that should proceed on a fully 
adequate level. This evident fact is recognized in the legislation 
now before Congress (which may become law before this is in print), 
which specideally provides for adequate maintenance and deprecia- 
tion charges.2 These should take care of war time requirements for 
repairs to equipment and facilities, for replacements, and for ordi- 
nary renewals. As expenditures of this nature are chargeable to 
operating expense, they will be guaranteed by the federal govern- 
ment during the period of control. Under these conditions, there 
should be no reason why tke railways cannot keep up their plant to 
a fair degree of efficiency, barring only the war time exigencies of 
the supply of labor and of materials. 

Railways never stop improvement work. Even under the 
uncertain financial and operating conditions of the last six months 
. of 1917, the roads invested about $200,000,000 in their properties, 
in large measure for the purpose of bringing their plant nearer the 
point of most efficient service. We may assume that during the 
period of government control the railways will so far as possible 
continue th2ir custom of putting a portion of net earnings back into 


` 2 The language of the proposed Senate bill is as follows: “The President is 
further authorized to make in such agreement all reasonable provisions for the 
maintenance, repair, and renewals of the property for the depreciation thereof and 
for the creation of necessary reserve funds in connection therewith, to the end 
that at the termination of federal control the property shall be returned to each 
carrier in substantially as good repair and in substantially as complete equip- 
ment as at the beginning of federal control." 
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their plant, and will invest part of the net operating income (the 
so-called “standard return” of the law) guaranteed them by the 
government, in their properties in the shape of additions to facilities 
and equipment. The standard return as provided in the proposed 
bill amounts to something over $900,000,000 a year. There should 
be added to this an amount of from $50,000,000 to $100,000,000 of 
net income from other sources. Out of the sum of the standard 
return and this net income the roads must take care of war taxes, 
interest and other fixed charges, and must meet dividend require- 
ments. A large part of what balance is left will undoubtedly be 
invested in their plant, in the form of additions and betterments. 
Many of the weaker roads will have no balance for improvements. 
so that improvements out of the standard returns will necessarily 
represent amounts expended by the more prosperous roads out of 
their own balances on their own properties. Even for strong roads, 
the money available for additions and betterments out of the stand- 
ard return will almost certainly be insufficient for necessary additions 
to the plant during the period of control, and this will be the case, 
a fortiori, with the roads that have no balance. In other words, the 
weaker roads certainly, and the stronger roads probably, will be 
forced to secure new capital for needed additions to their plants. 

While there is no absolute distinction between improvement 
work financed by sale of securities and that paid for from net earn- 
ings, yet improvements charged to earnings are usually of the kind 
represented by increasing the weight of rail, the size of cars, the 
weight and tractive power of locomotives, and adding more ballast, 
more ties, and the like—in short, an aggregate of many small im- 
provements; while improvements financed by security issues are 
usually large-scale additions to the plant, such as the construction 
of new lines or branches, the purchase at one time of a hundred new 
locomotives or a thousand new cars, or the construction of a com- 
pletely new terminal. 

If the foregoing reasoning is correct it follows that considerable 
new capital must be raised during the period of government con- 
trol, and that such new capital must be expended upon the many 
additional facilities that the demands of war traffic and general war 
conditions will call for. Briefly summarized, such facilities will 
comprise principally the following: 
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Terminal facilities. "These are needed as much as any 
other kind of facility. 

Additional UM especially in terminal yards and at 
concen;ration points. 

Additional lines into port terminals as developed, to new 
shipbuilding plants demanded by war needs, and to training 
camps, embarkation stations, quartermaster depots, and the 
like. Considerable work of this nature was carried on in 1917; 
it will be needed in much greater degree as the participation of 
the United States in the war grows greater. 

Improved shopping and other working facilities These 
are needed to keep equipment in order, to conserve Man-power, 
and to enable more work to be produced by each man. 

creased motive power. Even with the locomotives of 
the American railways in one gigantic pool, and with the diver- 
sion of passenger locomotives into freight service, the demands 
wil probably exceed the available supply. High-powered 
locomotives capable of hauling heavy freight trains will be 
especially needed, and it will be absolutely essential to add 
engines of this type to railway equipment. 

TLere must also be a considerable addition to the freight 
car equipment. The roads will need a considerable number of 
coal and ore cars, also other freight cars of many kinds. 


What will be the aggregate amount and total cost of new facili- 
ties and equipment needed by the railways during each year of gov- 
ernment control, whether paid for out of standard return or from 
new capital issues? Clearly any attempt at estimating either the 
physical units needed, or their aggregate cost, will be but an approxi- 
mation. Yet we may assume that capital must be forthcoming 
during each year of government control for 3,000 new miles of track 
of all kinds—say 500 miles of main line, and 2,500 miles of additional 
tracks, yard tracks and sidings—and that the demand for new equip- 
ment over and above renewal needs will amount to 2,000 loco- 
motives and 50,000 freight cars. The cost of these facilities, and 
of other faczlities that may be required, may be estimated roughly 
as follows: 


500 miles of line @ $35,000...... 00... as cee eee eee $17,500,000 
2,500 miles of other track @ 325,000... ........... 0-2. eee ee 62,500,000 
2,000 locomotives @ $75,000... ....... sarar cee cee eee eee 150,000,000 

50,000 freight cars @ $2,500.00... ee eee eres 125,000,000 
Other facilities, not less than... 1... cc eee cee centre een ues 200,000,000 


aU A MENTRE TERRE ERREUR LE .. $555,000,000 
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These rough estimates are all conservatively made, with due 
regard to current prices and prevailing labor conditions and wages. 
For example, in arriving at $25,000 as the average cost of laying a 
mile of track, no account was taken of the original cost of the land, 
but merely of the cost of rails, ties, ballast, and track fastenings, 
the cost of grading and filling, and a very moderate estimate of the 
labor cost of laying the rail, as follows: 





Rail (100 lbs. per yd.) 157 tons @ $40. ........... eee eee $6,280 
Ballast (2 ft. deep, 7 ft. wide) 2,740 cu. yds. @ $1........... . .... 2,740 
ies, 2,000 (0:6 00. csc wincwes. outa lacey. SXRDERRRA 6. abeasatet 2,000 
Track fastenings (frogs, switch fastenings, tie plates, bolts, etc.) ..... 2,000 
raging MING Bie iod l4 up SES mariai axi "Retebdba ed d DR es 6,000 
Labor cost por MiGs c 129323 cod RIA Ede REO duet eau d 5,080 

(incur $25,000 


Miles of line have been estimated at $35,000 per mile, to allow 
for cost of land and for buildings that may need to be erected. 
This is a very low average. 

In brief, the best attempt at a guess—for it is nothing more at 
present—leads to the opinion that the railways of the United States, 
while under the control of the federal government, will not only be 
under the necessity of adequately maintaining their equipment and 
other facilities, including all repairs, renewals, and replacements, 
with proper depreciation charges, but will also put into their plant 
each year an amount certainly not less than $500,000,000—probably 
more—that will represent additions and improvements to plant. 
Maintenance charges will be cleared through the operating expense 
accounts. ‘The cost of additions and betterments must be borne in 
large part by the issuance of new securities. How these securities 
shall be financed is no concern of the present inquiry; what does con- 
cern us is that for capital account the railways must expend not 
less than half a billion a year on their properties during the period 
of government control. This amount isif anything moderate and 
conservative; only a small part of it can come out of the standard 
return, while a considerable part must be financed in the open 
market. It would seem to follow as a logical conclusion that the 
greater the standard return allowed to the railways, the smaller the 
amount for which special financing arrangements must be made by 
the Director General of Railroads. The railways may safely be 
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expected to invest the largest possible proportion of their standard 
return in their properties, while the Director General will certainly 
keep the aggregate of railroad financing at a minimum consistent 
with efficient operation. Whatever the results of these various 
efforts, it seems reasonable to conclude that the aggregate amount 
of capital needed each year will more likely be above $500,000,000 
than below that figure, and furthermore, that a large proportion 
of this annual amount Will call for the issue of new securities. 


Nots.—Since this article went to press, the Director General of Railroads has 
issued blank forms to all railwava, requesting that fhey be filled out with statis- 
tics as to the needs of the roads for new equipment, for additions and betterments, 
and for new extensions of road or branches. The returns made on these forms, 
when compiled, will throw a dood of light on the problem which I have 
attempted to picture in its broad outlines.—J. H. P. 


dn 


ADJUSTMENT OF LABOR’S DEMANDS DURING FEDERAL 
CONTROL OF RAILROAD OPERATION 


By GLENN E. PLUMB 


LEGAL Stratus or RAILROAD PROPERTIES 


Railroads are public highways, so declared by the various state 
constitutions, and so held by the Supreme Court from the begin- 
ning of railroad history. They are in the nature of things public 
highways to be used in a particular manner, but highways devoted 
exclusively to public use, and over which the public have an inde- 
feasible right of transportation. Under the terms and conditions 
prescribed by law the operation of railroads as public highways is 
purely a function of government, the exercise of which has been 
delegated by the various states to the corporations which they have 
created for that particular exclusive purpose. All of the property 
which railroad corporations have been permitted to acquire 
under the terms of their charters is held subject to the perpetual 
right of passage retained by the public. Public highways are mat- 
ters purely of public concern, in which no private property interest 
can exist, except such interests as have been conferred by legislative 
enactment. The extent of these private interests must be deter- 
mined from the terms of the grants under which they have their 
existence. All interests in public highways, which are not included 
within the grant which the legislature has made, remain in the pub- 
lic. ~All of the functions which railroad corporations exercise under 
their charters are delegated governmental functions. 

There are naturally three separate and distinct interests in 
railroad properties: the interests of labor, the interests of capital, 
and the interests which the public have retained in this property 
which has been acquired solely for publie use. Labor’s interests 
are inherent, not based on grant or legislative enactment, save for 
those rights which are protected by remedial legislation. Labor 
has the right to demand, and the public interests require that it 
shall obtain, sufficient remuneration to attract men of the required 
intelligence to offer their employment in the service, and to provide 
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sufficient inducement to retain these men in the public service. The 
interests of capital are protected by contract and based on legisla- 
tive and charter grants. Under such grants capital is entitled to 
receive a fair return for its use in the public service, and this fair 
return must be so construed as to afford sufficient inducement to 
attract capital to the publie service and to retain it permanently 
in that service. The public interest requires that the tax levied in 
the shape o? tolls and charges shall produce an amount sufficient to 
satisfy the interest of labor and provide the agreed returns on capi- 
tal, in addition to protecting the integrity of the investment through 
proper maintenance and renewal charges. The public interest is 
entitled to protection against the imposition of tolls and charges in 
excess of the rates necessary to produce an income which shall satisfy 
the requirernents of labor and of capital. 


EXTENT OF LABORS INTERESTS IN RAILROAD PROPERTIES 


I wish to outline, briefly, the extent of labor’s interests in rail- 
roid properties: first, as to the number of citizens directly affected 
by such interests; and second, the amount and importance of the 
financial interests involved. 

There are approximately 1,700,000 men employed in railroad 
operation within the United States. Allowing three dependents to 
. each worker, 6,800,000 are directly dependent upon railroad opera- 
tion for thei- livelihood. This is about one-sixteenth of the popula- 
tion of the continental United States. This proportion of the total 
population is therefore more directly interested in the solution of 
railway prcblems ~than the rest of the entire citizenry of the 
country. 

The public paid in wages and salary to the 1,700,000 men who 
operated these railways, in the year 1916, the sum of $1,500,000,000. 
For the use of capital in the same year there was paid, in dividends 
and interest, the sum of $527,000,000. The owners of the money 
which was devoted to railway service of the public have capitalized 
their investment at $21,000,000,000. If the return paid to labor 
were capitalized on the same basis, it would represent a labor in- 
vestment of upwards of $37,000,000,000. This actual labor invest- 


ment is nearly double the amount for which the actual money in- ' 


vestment has been capitalized. The capitalization of the money 
investment, however, does not actually represent the number of 
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ars employed in the publie service, but represents merely the 
value of the securities which have been issued against an actual 
stment of dollars which is very much less in amount than that 
sh the face or par value of the securities purports to represent. 
The number of dollars actually employed in the service of the 
lic in railroad operation, and ertitled by reason of that service 
ceive a return in interest or dividends, corresponds, in principle, 
he number of men employed in this service, and entitled t5 re- 
e compensation in the form of wages or salaries. It 1s just as 
h a fraud against the public to oad the dollar payroll in such a 
mer as to require an increased exercise of the state's delegated 
er of taxation, in order to pay a zeturn on such a padded capital 
roll, as it would be to pad the wage payroll. 
In the present situation there is no padd.ng of payrolls for the 
antage of labor. No fictitious rames appear on such payrolls. 
amounts are paid out for services which are not actually ren- 
id. The number of men employed, the hours, days, or months 
heir service, are definitely ascertained. The amounts which 
r receive for the services actually rendered are known with great 
ainty. The public are not defrauded by the payment of wages 
ictitious employes who render nc service. 
It is not so with capital. We do not know the number of dol- 
actually invested and which at this time are employed in the 
ice of the public. We only know thet the capital payroll pur- 
i8 to represent $21,000,000,000, which are alleged to be serving 
public, but it is admitted that $4,000,000,000 of this amount is 
licate capitalization, and it is also admitted that the remaining 
000,000,000 of securities do not it all cases represent the actual 
iber of dollars devoted to the public service,—as in the Alton 
Its capitalization is $121,000 000, yet Mr. Harriman ed- 
xed, when on the stand before the Interstate Commerce Con- 
sion, that $60,000,000 of these securities outstanding did not 
esent a single dollar of property or investment. The most con- 
ative defender of railroad securities will not attempt to defend 
Alton capitalization, and it is severely condemned by railroad 
nciers themselves, but it is so condsmned only because the facts 
he case have become established. The record is known, and 
ie not all railroads have practiced she same frauds, to the same 
nt, few railroads are free from tks tant in their financiering; 
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and many railroads equal, or exceed, in the extent of the frauds 
which they have perpetrated, the known facts in the Alton case. 

Labor ts capital. The engineer who commands and is paid a 
wage of $1,200 per year performs a service exactly equivalent in 
importance to the publie as does the investment of $20,000 for which 
the public pays a return of 6 per cent per year. The capital invest- 
ment and the labor investment are identical in worth and impor- 
tance. Ths one is entitled to as much protection as the other. 
Neither is entitled to any advantage or privilege denied to the other, 
but so long as a capital investment of $20,000 is permitted to mas- 
querade as an investment of twice that amount, and to receive for 
its services a double wage, by means of fictitious bookkeeping, capi- 
tal does receive an advantage which is denied to labor, and that ad- 
vantage must represent a corresponding loss or burden which either 
labor, the public, or both, must bear. 

Heretofore when labor has approached capital as its employer 
and asked for a betterment of working conditions, or an increase in . 
the compensation to be paid for its services, capital has always 
replied: 

The rates which we may charge the public for the use of our property are 
fixed by law. We cannot increase our returns without legislative enactment. 
The net returns now secured under existing rates are not sufficient to give us & 
reasonable raturn upon the amount for which we have capitalized our investment, 


therefore, wə cannot increase your wages, unless you can procure for us a Corre- 
sponding increase in rates. 


These rates, and any increase thereof, must be borne directly by the 
public, so that the labor organizations, in seeking to obtain better 
wage conditions, have always been placed in direct opposition to the 
public interests. It has always been made to appear that the 
laborer, through his organization, was seeking to obtain a benefit 
for himself at the expense of the public. 2 

Whenever capital has consented to increase the wages of labor 
it bas immediately sought to secure an increase in rates, upon the 
ground that more money was needed to meet the increased operat- 
ing expenses, and that as the net returns were not sufficient to pay 
reasonable dividends on the number of dollars then expressed as 
being in the public service, the increased cost of wages must be met 
by an increased rate of charges. 

The carriers have been strenuously contending that all of the 
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s which they can make under rates fixed by law are the ex- 
e property of the owners of the money invested in the enter- 
that the amount of such net profits represents the value of 
properties; and that they are entitled to capitalize the value 
termined. They further contend that they are entitled to 
ish such rates as will protect the value so determined. 
f this be true, then the greater their net receipts, the greater 
alue of the interest which they claim in such properties. Any 
which accrues to them by reason of a rate increase would be 
perty right, protected by the Constitution, and could not be 
ished by an increase in wages made by direction of the govern- 
without depriving them of the value of their so-called prop- 
ight The evil of the situation lies in the uncertainty as to the 
b of the private interest which belongs to the owners of the dol- 
ivested in such properties. If that interest were ascertained 
1ade definite, the evils of the old system of railroad operation 
| be very greatly corrected. There must be a determination of 
‘tual number of dollars invested in such properties. We must 
how many dollars are employed in the public service, and what 
i&ble return they are entitled to receive. When these facts 
dicially ascertained, then we can limit the taxing power so that 
ore than the necessary amounts of money shall be provided. 
re is provided we can require that the excess, which the public 
id, shall be devoted to the public use in such manner as not to 
se private interests. lf such excess be expended in better- 
| or additions to property, then the value of these betterments 
litions is a part of the value of the publie interest. Itis not to 
ded to the value of the private interest. If it be just, such 
| earnings can be applied to increase wages without increasing 
or diminishing rates without lessening wages. 


"HAT ARE THE Exact RIGHTS or CAPITAL IN RAILROAD 
PROPERTIES? 


'he railroad labor organizations have determined that in the 
3t of labor the exact rights of capital in railroad properties 
be definitely ascertained. These organizations believe that 
; also in the interest of the publie, and this must be done 
er the railroads are to be operated under governmental con- 
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trol or are to be returned to private operation, subject to govern- 
mental regulation. l 

The government has now reassumed to itself its proper func- 
tion of operating these public highways. However, it is obligated to 
pay to the corporations, to whom the government had delegated 

“the exercise of these functions, what is entitled “just compensa- 
tion." This “just compensation" has been arbitrarily assumed to 
be an annual amount, equivalent, as nearly as may be, to the average 
annual net operating revenues for the years 1915, 1916 and 1917. 
No attempt has been made to ascertain whether or not this so-called 
“just compensation" is sufficient to meet the legal demands of capi- 
tal, or is more than enough to pay compensation for the amount of 
money actually devoted to the public service. If it is not enough 

we should know it. If it is more than enough the public are being 

unjustly taxed, and if the public are being unjustly taxed for the 
benefit of cap tal, it becomes correspondingly more difficult to in- 
crease this tax to meet the just demands of labor. The necessity 
for a final determination of the amount of money required to meet 
the lawful demands of capital is greater, if possible, under govern- 
ment control than it would be under private operation. 

Labor recognizes that an existing property right cannot be 
taken away by new legislation, without making just compensation 
for the value of the right. All existing rights must be determined 
under existing laws. We are firmly convinced that the laws, as they 
are now written in the constitutions and statutes of the various 
states, as construed by their supreme courts, and the Supreme Court 
of the United States, do afford an ample and sufficient basis for the 
determination of such rights. These laws do provide: (1) that 
railroads are public highways; (2) that the operation of a public 
highway is a governmental function; (3) that railroad corporations 
are agencies created for the exercise of these governmental func- 
tions; (4) that no private property interest can exist in a public 
highway, except that which is based upon a legislative grant; and 
(5) that corporations cannot acquire or assert against the public 
any property interest, right or privilege, except those which have 
been granted by their charters, or the laws under which they 
operate. | 

If these premises are to be accepted, it necessarily follows that 
the extent of the property interests which corporations may enjoy, 
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in the public highways which they operate, must be determined 
from & study of the charter provisions under which they have ac- 
quired these properties, together with the limitations imposed by the, 
laws of the jurisdiction within which they operate. . 


Riauts or CAPITAL Must Bx DETERMINED BY CHARTERS AND Laws 


The limitations of this article preclude anything more than an 
outline of the theory above stated. The privilege of issuing rail- 
road securities is a corporate franchise. The limitations imposed 
upon this privilege are expressed in the grant, or the laws uncer 
which the grant was made. Corporations, being creatures of 
statute, do not receive their franchises from the common law, but 
the common law has imposed many limitations upon the powers of 
corporations—limitations which the experience of mankind, under 
the English system of government, has found necessary in order to 
preserve public rights against the encroachment of granted priv- 
ileges. Among these limitations so imposed by the common law is 
the principle that unless directly authorized to do so by its charter, 
the corporation may not issue stocks or bonds of & par value in ex- 
cess of the amount of money actually paid into the corporation, as a 
guaranty for the performance of its franchises. This is perhaps best 
exemplified by the decision of the Supreme Court of Alabama in 
Commercial Fire Insurance Company v. Board, 99 Ala., 1 at page 4, 
where the Court said: | 

Capital stock is the gum fixed by the corporate charter as the amount paid in, 
or to be paid in, by the stockholders, for the prosecution of the businees of the 
corporation, and for the benefit of corporate creditors. The capital stock is to be 


clearly distinguished from the amount of property possessed by ‘the corpora- 
tion. . . . . At common law the capital stock does not vary, but remains 
fixed, although the actual property of the corporation may fluctuate widely in 
value, and may be diminished by losses, or increased by gains. . . . . When 
we speak of capital stock of a corporation we are understood to refer to the sum 
subscribed in its organization. When we speak of stock we mean the certificate 
issued by the corporation to the shareholders, which certificates, like titles to prop- 
erty, furnish the evidence of ownership of the shares of stock. Capital stock is 
the aggregate of money or other valuable things contributed or paid into the com- 
mon treasury, as condition of the exercise of corporate functions, and a security 
for their faithful and prudent exercise. It is the property of the corporation, 
charged with a trust, it is true; but nevertheless, in ita possession and control. 


This common law requirement, that the amount invested in the 
exercise of the corporate franchise should be the exact equivalent of 
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the par value of the corporate securities issued, was, in the early 
years of railroad history, modified to some extent by the different 
state legislatures. The abuses resulting from the legislative priv- 
ileges so granted became so scandalous that, beginning with Illinois 
in 1870, the people of the various states, through their constitutions, 
restored this old common law limitation to its former vigor and effect 
and at the same time deprived the legislature of any power in the 
future to in any way abate this requirement. 

Railroad history began about the year 1830. This common 
law limitation-upon the privilege of issuing stocks and bonds was 
then fully recognized. Railroad builders recognizing this limitation 
and faced with the difficulty of financing their promotions if held to 
this strict letter of the law, began to include in the charters which at 
that time were directly granted by legislative enactment, provisions 
authorizing them to issue their stocks and bonds for a consideration 
less than par. In many instances these charters specifically pro- 
vided that such securities might be issued for any price the directors 
saw fit to accept and that, when so issued, they should have the 
same validity as though issued at par. The legislative authority 
so conferred upon these corporations was in abrogation of the com- 
mon law and undoubtedly ‘made legal the issuance of what would 
otherwise have been fictitious securities. 

At the close of the Civil War, although we were then in the early 
stages of railroad development, there had been many scandalous 
emissions of watered securities which called forth a tremendous 
popular protest. At that time the railroads claimed that they had 
a right to earn a reasonable return upon the par value of the securi- 
ties so issued.. Many of the states faced this problem in the con- 
stitutional conventions called to frame new constitutions. Illinois, 
in 1870, adopted its present constitution in which it embodied the 
following provision: 

No railroad corporation shall issue its stock or bonds except for money, labor, 
or property actually received and applied to the purpose for which such corpora- 
tion was created. Any stock dividend, or other fictitious increase of capital 
stock or indebtedness shall be void. 

The right asserted by the railroads at that time was that they 
had conferred upon them by their charters the right or privilege of 
charging such toll as would afford them a reasonable return upon the 
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par value of the securities which thev had issued. In the constitu- 
tional debates, this assertion of right was met by the declaration 
that in order to prévent unjust taxation the people would provide 
in their constitution that the issuance of securities must exactly 
correspond with the actual investment made, in order that the re- 
turns received by the holders of such securities might be accurately 
known to the public and in order that the power of regulation might 
be intelligently exercised. At that time no railroad company had 
ever asserted that it was entitled to receive a return upon the value 
of its property. 

In the Illinois constitutional debates, Judge Elliott Anthony in 
discussing the proposed adoption of the provision limiting the issu- 
ance of securities, said: 

I wish to explain for & moment where the evils come into the community by 
the increase of the capital stock. The managers care nothing about the public, 
but in order to keep up the stock, they raise the rates of freight in order to declare 
dividends upon the watered stock. It is a fact well known that the moment these 
managers, who care nothing for the public, get control of the railroads and ita 
earnings, they use them for the purpose of making money and stock manipulating. 
Rates are increased largely, by which they seek to make their watered stock pay 
dividends and keep it up in the market, and the injury to the publie is very grest. 


Shortly thereafter Pennsylvania incorporated a like provision in 
its new constitution, and Mr. Howard, in &ddressing the conven- 
tion in the debates on this provision, said: 


But hereafter it should be known that the stock will not be allowed to be in- 
creased without limit. We should know that the stock is to be used for a legiti- 
mate and a valuable purpose; that it is to build railroads; that the issue of stock 
is necessary to build them, and that it is not the intention to water the stook or 
Increase it unnecessarily. After this stock is increased it must be made to earn 
dividends; it must make its proper interest, and the people of the Commonwealth 
must be taxed in the price of transportation for the purpose of raising money to 
pay dividends on that stock, and, therefore, it is the right of the people to kncw 
that those issues of stock are necessary and that the proceeds are to be used for 
legitimate and proper improvements. 


In the Kentucky constitutional debates, in discussing a like pro- 
vision, Mr. Clardy said: 


Now, it is a fact that a great many corvorations in this State and elsewhere 
would show a much larger dividend, and the people would be able to see to what 
extent they had been imposed upon by these corporations, if it was not for the fact 
that the stock represents something which really does not exist, and this we seek 
to avoid in this fifth section. 
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Space will not permit me to go further into this phase of the 
historical development of constitutional provisions. Enough has 
been shown to demonstrate that the people, in the adoption of these 
provisions, clearly intended to compel railroad companies to make 
the par value of the securities issued by them coincide with the. 
amount of investment made by the subscribers to such securities, 
and that the corporation’s right or power to tax the people by the 
imposition of tolls and charges should be strictly limited to such 
exercise of that power of delegated taxation as would procure a rea- 
sonable return upon the,investment which the subscribers to such 
securities had made in the corporation. 

This constitutional provision has been embodied in nearly 
every new state constitution adopted since 1870, with the exception 
of the states of New York and Ohio, and in Ohio similar provisions 
are embodied in that portion of the constitution authorizing the 
creation of the state utilities commission. 

In many other states in which no new constitutions have since 
been adopted, like limitations have been established by legislative 
enactment. The effect of this constitutional provision was to re- 
store to full foree and vigor the former common law limitation im- 
posed upon all corporations, and it had the further effect, in the 
various states which had adopted this provision, of depriving the 
legislature of any power thereafter to remove the limitation so im- 
posed. The Supreme Court of Illinois, in the case of People v. 
Union Consolidated Elevated Ratlway Co., 208 lll, 82, held that by 
this provision of the constitution: 

The State retains the right to regulate rates damd by railroads, but it has 
not the power to fix tolls or charges at so low a rate as to destroy the Investment 
or deprive zhe Company of its right to a reasonable return on the investment. ' 

This constitutional declaration that issues of securities of a par 
value in excess of the investment actually made and applied to cor-’ 
porate purposes should be void now prevails in some 26 states. The 
common law prevails in all states except Louisiana and some code 
states, but in Louisiana the constitution prescribes the same limita- 
tion and in many of the code states like provisions have been sup- 
plied by the legislature. In many states that have not adopted new 
constitutions since 1870 this limitation has been imposed by statute. 
The purpose of this limitation, as construed by the Supreme Court 
of Illinois, was to preserve in the state a right to regulate the use of 
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these highways, provided that in such regulation the state did not 
deprive the carrier of its investment or a fair return upon the invest- 
ment. 

The full extent of the private interest which the legislature has 
granted to carriers in public highways, under such a limitation, is 
measured by its investment devoted to the public service, and any 
regulation of the use of the highways which preserves to the carrier 
the integrity of its investment and a fair return upon that invest- 
ment secures to the corporation all of the rights which are guar- 
anteed to it by the constitution. 


LABOR’s DEMANDS CAN BEST BE ÁDJUSTED AFTER CAPITAL’S 
RIGETS ARE DETERMINED 


The determination of the extent and value of the rights which 
have been granted to railroad corporations is a judicial question. 
The federal government needs only to provide a forum for the de- 
termination of that question, before whom all corporate interests 
may be presented. Such a determination will forever settle the 
extent of the private rights in our great national highways. Upon 
such & determination the demanda of labor ean be fairly &djusted 
without the antagonism of the owners of capital, and without undue 
popular disfavor. Organized labor is earnestly seeking to procure 
such a determination. We believe that the public interest requires 
that this should be done. 

If this can be brought about a sound basis will have been laid 
for future regulation and even for governmental acquisition, if 
in the course of time the people should demand it. When these 
rights are so ascertained, the speculative element in railroad securi- 
ties will have been eliminated. Investments made therein by 
widows, orphans, insurance companies and savings banks will be as 
safe as though they rested upon governmental securities. Until 
this is done labor will be restless, capital will shrink from a venture 
that does not offer adequate security, and the sovereign powers of 
governmental regulation must be clouded with doubt and uncer- 
tainty, and forever hindered by litigation. 


PRECEDENTS FOR PRIVATE OWNERSHIP AND GOV- 
ERNMENT OPERATION OF TRANSPORTATION 
FACILITIES ; 


By Datos F. Wincox, Px.D. : 


PRIVATA OWNERSHIP AND GOVERNMENT OPERATION IN Evrort 


A report issued by the British Board of 'Trade in August, 1913, 
in response to an order of the House of Commons, dated December 
14, 1911, is entitled “State Railways (British Possessions and 
Foreign Countries)." This document gives certain statistics as tc 
the ownership and operation of railways outside of Great Britain as 
shown by the latest reports then available. The railways are 
divided into four classes: (1) publicly owned and operated; (2) 
privately owned but publicly operated; (8) publicly owned but 
privately operated; (4) privately owned and operated. The tota 
mileage recorded in this report is 594,909. If to this is added the 
railway mileage of the United Kingdom, the total will be brought ur 
to approximately 650,000 miles, of which about 250,000 miles are ir 
the United States. Classified according to ownership and opera- 
tion the entire railway mileage of the world at the beginning of the 
,War would be distributed approximately as follows: 


Publicly owned and operated, 164,057 miles, or 25.2 per cent 

Privately owned but publicly operated, 11,030 miles, or 1.7 pe) 
cent Pg 

Publiely owned but privately operated, 35,244 miles, or 5.4 
per cent l 

Privately owned and operated, 440,016 miles, or 67.7 pel 
cent 

, Total, 650,847 miles 


It will be seen from these approximate figures that prior to the 
war only about 11,000 miles, or less than 2 per cent of the railway 
mileage of the world, was in the peculiar status of being privatel; 
owned and publicly operated. The situation has since been radi 
cally changed by military exigencies, for the assumption by thi 
governments of Great Britain and the United States of the operatio: 

; 40 
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of their privately owned systems has put about 300,000 miles, or 
almost one-half of the total mileage of the world, in this class. The 
available data with respect to pre-war precedents for state operation 
of privately owned railways are meager. The British report to 
which I have referred distributes the mileage then in this category 
as follows: 


Austria, 3,593, or 25.5 per cent of its total mileage 
Hungary, 5,771, or 44.7 per cent of its total mileage 
Belgium, 151, or 5.2 per cent of its total mileage 
Denmark, 61, or 2.66 per cent of its total mileage 
France, 229, or .9 per cent of its total mileage 
Norway, 1,225, or 69.9 per cent of its total mileage 


It will be noted from the above that the only country in which^more 
than 50 per cent of the railways fell within this category was Nor- 
way, and here the preponderance of public operation and private 
ownership was so great as to make this the characteristic plan for 
that country. As against 1,225 miles privately owned and publicly 
operated there were only 396 miles publicly owned and publicly 
operated and 296 privately owned and privately operated. While 
Austria and Hungary each showed a considerable mileage pri- 
vately owned and publicly operated, this arrangement cannot be 
said to be the characteristic one for either of these countries. Aus- 
tria had 8.074 miles of publicly owned and operated lines, and 
2,409 miles of privately owned and operated lines as compared with 
the 3,593 miles of privately owned and publicly operated lines. In 
Hungary there were 5,063 miles publicly owned and operated and 
2,058 miles privately owned and operated as compared with 5,771 
miles privately owned and publicly operated. In the other coun- 
ines, Belgium, Denmark and France the proportion privately 
owned and publicly operated was so small as to be practically in- 
significant. I have not found a full explanation of the situation in 
Austria and Hungary, but I take it that the privately owned lines 
operated by the state were held under lease, and were operated in 
conjunction with the publicly owned lines just as one railroad cor- 
poration frequently incorporates in its own operating system lines 
leased from other companies. I see nothing in this plan that can- 
properly be regarded as a precedent for the present arrangement in 
Great Britain and the United States. When we come to an exami- 
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nation of the situation in Norway we find here also that what on its 
face appears to be a precedent is not one in fact; for the government, 


,of Norway had a preponderant interest in the railways which were 


classed as privately owned. ‘The total capital invested in these 
lines was'shown to be £10,936,011, which was distributed as follows 
with respect to the sources from which it was derived: 


From the state (shares and loans), £8,413,021, or 76.9 per cent 

From communes and individuals (shares), £1,084,526, or 9.9 
per cent 

From outside loans, £273,632, or 2.5 per cent 

From earnings £1,164,832, or 10.7 per cent 


These figures show that governmental operation of privately owned 
lines in Norway was merely public operation of railways which had 
been heavily subsidized by the government and which were doubt- 
less soon to be exclusively owned by it. This does not furnish a 
precedent for public operation of privately owned lines in the sense 
in which this is now being carried on in Great Britain and the United 
States. l 

It may be said, therefore, that the working out of a correct 
policy under the circumstances now prevailing in the United States 
must be undertaken without much help from direct precedents. 
The available published information with respect to the experience 
of Great Britain during the past three years is too meager, and the 
final results are at the present moment too uncertain to give the 
American public much satisfactory guidance. No doubt many 
Americans who, in connection with the work of the war, have had 
an opportunity to observe and secure, knowledge of the practical 
results of government operation in Great Britain may be in & posi- 
tion to reach conclusions satisfactory to themselves, based upon, 


‘British éxperience, and of course it is to be hoped that the United 


States government, through its intimate relations with the British 
government during the war, will be able to make advantageous 
use of the results of England's experiment. 


STREET RAILWAY PRECEDENTS FOR Private OWNERSHIP AND 
GOVERNMENT OPERATION 


Before entirely giving up the search for adequate precedents, 
it may be well to examine the forfeiture provisions of some of the 


OWNERSHIP OF TRANSPORTATION FACILITIES 73 


more recent street railway resettlement franchises and contracts 
which have been worked out in certain American cities. 

The Chicago resettlement ordinances of 1907 set the standard 
in many respects for "modern" street railway franchises in the 
United States. The ordinance of the Chicago Railways Company 
had certain provisions of considerable interest in connection with 
this discussion. It provided that within three years after its pas- 
sage the company should perfect its title to the entire street railway 
system then being operated by the receivers of the Chicago Union 
Traction Company, and should free this system from any lien or 
encumbrance other than those created under its express author- 
ization. ‘It further provided for the immediate rehabilitation 
of the system, and for the distribution cf the gross receipts. 
After operating expenses and taxes had been paid, a sum equivalent 
to 5 per cent of the fixed purchase price of the street railway system 
was to be retained by the company, and the net receipts remaining 
thereafter were to be divided in the proportion of 45 per cent to the 
company and 55 per cent to the city, the city having the right upon 
proper notice, at any interval of six months, to purchase and take 
over the property at & price fixed in the ordinance, plus the cost of 
additions, extensions and betterments made subsequent to its going 
into effect. Section 25 of the ordinance established a special remedy 
in case of the company’s default in perfecting its title as required, 
and provided that in such case the city might take possession cf 
and operate the system upon terms and corditions quoted in the 
footnote.! 


1 Jf, at any time, the Company shall be in default with respect to the oblige- 
tion expressed in subdivision (d) of Section 1 of this ordinance in regard to per- 
fecting title to its property and removing lisns and encumbrances therefrom, the 
Company shall, upon demand, surrender to the City possession of its entire street 
railway system and the City may enter into possession thereof and of each and 
every part thereof, maintaining, operating, improving or extending the same, and 
keeping up the funds described in Sections 16 and 18 of this ordinance, in all 
respects as the Company might do, and as the Company would be obliged to do, 
if in possession under the provisions of this ordinance, until the obiigation of the 
Company under said subdivision (d) of Section 1 of this ordinance sheal be com- 
pletely performed, or until the City shall purchase said property, or cause the same 
to be purchased by its licensee, as in this ordinance provided. Until the hap- 
pening of one of the events last mentioned, if the City in its absolute discretion 
shall so elect by notice in writing delivered to the Company, the continuance of 
the Company in possession shall be subject to the obligation of applying ita net 
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It will be noted that the provisions therein quoted relate to a 
special default. The general provision of the ordinance with re- 
spect to default is to the effect that if such default is continued for a 
period oi three months, exclusive of all times during which the com- 
pany is delayed or interfered with without its connivance by un- 
avoidable accidents, labor strikes, or the orders or judgments of 
any court entered in any suit brought without its connivance, the 
city shall be entitled to declare the ordinance and all the rights and 
privileges of the company to maintain and operate street railways 
in any of the streets or public ways of the city to be forfeited and at 
an end. The ordinance stipulates, however, that if the company 


receipta as hereinafter in this Section provided until the City elects to Md pos- 
Session as in this paragraph provided. 

If, in the event of such default, the City elects to take possession of seid 
property, the Company shall be bound to provide funds sufficient to fulfill all its 
obligations in respect of extensions, improvements, reconstruction, equipment, 
re-equipment, and additiors to said system of street railways and the contribution 
of moneys toward the cost of subways and extensions thereof, as though its pos- 
session of said system of street railways bad not been interrupted. 

Whether in case of such default the City elects to take possession or to TE 
the Company in possession, in either event the receipts of said system of street 
railways shall be applied as hereinbefore in this Section provided, except that the 
proportion of net receipte which by this Section the Company is authorised to 
retain for its own use and benefit shall be paid over to a depositary as in this 
Section provided, to be, by such depositary, applied in accordance with the pro- 
visions of this ordinance next hereinafter set forth to remove any defect of title 
or any lien or encumbrance, other than such as ate herein expressly authorised to 
be created, which may exist with respect to said system of street railways. 

‘To the extent that the City shall proceed to exercise the powers, or any of them, 
mentioned in subdivision (o) of Section 1 of this ordinance, said moneys shall be 
‘paid out by the depositary upon the certificate of the Mayor of the City and upon 
the order of such disbursing officer or agent as the City may designate, to provide 
funds with which to pay the purchase-price of property acquired by the City 
pursuant to said subdivision, or to indemnify the City for expenses incurred in the 
exercise, or attempted exercise, of its powers, as in said subdivision provided. In 
the event that the City shall elect to leave the Company in possession of said 
property as aforesaid, the City shall have the additional right to require the de- 
-positary, upon like certificate and order, to pay out said moneys for any or all the 
purposes aforesaid in the absolute discretion of the City, irrespective of the limita- 
tions contained in said subdivision (c) of Section 1 of this ordinance. Such certif- 
icate of the Mayor shall be conclusive evidence to the depositary of the facta 
therein stated. 

The depositary méy also pay out said moneys upon the order of the Company 
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pledges or mortgages its property or franchises granted by the 
ordinance for the security of loans maturing not later than the date 
when the ordinance expires, the amount of such loans not being in 
excess of the purchase price of the system, the right of forfeiture 
accruing to the city by reason of the company’s violation of the 
provisions of the ordinance shall not be asserted or exist against the 
mortgagees and shall not impair or affect their right to recover by 
legal process against all the property of the company, including the 
rights granted by this ordinance up to a sum not in excess of the 
purchase price. l . 

The dual subway contracts executed by the Public Service 


for the acquisition or extinguishment of any outstanding title, estate, interest, 
lien, encumbrance, claim or demand, constititing a defect of title of the Com- 
pany’s property, but no such payment shall be made on the order of the Com- 
pany without (20) days’ previous notice in writing to the City Comptroller of said 
City, which notice shall specify the particular title, estate, interest, lien, encum- 
brance, claim or demand to be acquired or extinguished, and the name of the 
holder or holders thereof, to whom payment is proposed to be made and the 
amount of such payment. A certified copy cf a resolution of the board of direc- 
tors of the Company, requesting such payment and stating the facts claimed to 
justify the same, shall be conclusive evidence to the depositary of the facts so 
stated, in the absence of notice of objection by the City, as next hereinafter pro- 
vided. If, within said period of twenty (20) days, the City, by notice in writing 
delivered to the depositary, shall object to such proposed payment and shall agree 
to waive any default, or supposed default, by reason of the existence of such 
alleged title, estate, interest, lien, encumbrance, claim or demand, and to take 
title or cause its licensee to take title to said system of street railways subject there- 
to in the event of purchase by the City or ite licensee, pursuant to the provisions 
of this ordinance, then and in that event the depositary shall not make the pay- 
ment referred to in such notice given to the City by the Company, but shall set 
apart out of the proportion of the net receipte aforesaid in its hands and shall hold 
an amount equal to such proposed paymen; upon the specific trust to pay the 
same, with all accumulations to the City in ether of the following events namely: 

(1) If the City shall, at its own expense. cause the said title, estate, interest, 
lien, encumbrance, claim or demand to be extinguished or conveyed or trans- 
ferred to the Company. 

(2) If the City shall purchase said street railway system, or cause the same 
to be purchased by its licensee, as in this ordinance provided, and shall take title to 
said street railway system subject to such outstanding title, estate, interest, lien, 
encumbrance, claim or demand without deduction from the purchase-price on 
account thereof. 

At the beginning and at the end of any such period during which the Company's 
right to receive or retain for its own use and benefit a portion of said net receipts 
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Commission for the First District on behalf of the City of New 
York, March 19, 1918, provide for the construction and equipment of 
rapid transit railways by the use of funds furnished in part by the 
city and in part by the company, and for the lease of these railways 
when completed, to the Interborough Rapid Transit Company and 
the New York Municipal Railway Corporation, subject to the city’s 
right, upon the expiration of a period of ten years from the date of 
the commencement of operation, or at any time thereafter, to ter- 
minate the leases and take possession of the property for publio 
operation upon paying the companies the amounts then due them 
on account of their investment, and the obligations of the contracts. 
The leases, unless sooner terminated, run for & period of forty-nine 
years, and the contracts provide that within that time the original 
contributions to capital made by the companies shall be amortized 
out of earnings, so that the purchase price of the property, starting 
at a maximum when the city’s right to purchase accrues at the end 
of ten years, will gradually decrease to nothing (except for the ,un- 
amortized portions of capital supplied by the companies for equip- 
ment in addition to the initial equipment required by the contracts) 
at the expiration of the leases. These contracts, like the Chicago 


shall have been suspended, as hereinbafore provided, there shall be an accounting 
in respect of the receipts of said street railway system, to which the depositary 
shall be a party, substantially as provided in Section 25 of this ordinance with 
respect to the annual account; and any balance of net receipta in the hands of’ the 
depositary not expended as aforesaid, accruing prior to the expiration of such 
period shall be paid to the City, if the City was in possession during such period, 
or to the Company, if the Company was in possession during such period, and the 
Company shall be entitled to receive at the time and subject to the conditions 
hereinbefore in this Section and Section 18 set forth the share of said net Poepie 
hereinbefore mentioned, accruing after the expiration of such period. 

If the Gity shall enter into possession of said system of street railways, as in 
this Section provided, it may retain such possession for not more than six months 
after said title to said system of street railways is perfected as aforesaid and after 
receiving six months’ notice thereof in writing from the Company; and if, while 
in possession under the authority of this Section, the City shall give notice of its 
intention to purchase said street railway system of the Company, or to cause the 
game to be purchased by ita licensee at the next succeeding date at which such 
purchase could be made under this ordinance, the City shall be under no obliga- 
tion thereafter to surrender such possession by reason of such title having been 
perfected, unless the City or its licensee shall fail to consummate the purchase at 
the time specified in such notice, 
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ordinances, provide for the distribution of the gross receipts, and 
prescribe the priorities in even greater detail. It is sufficient for our 
present purposes to state that after previous rental obligations, taxes, 
operating expenses, maintenance and depreciation have been pro- 
vided for, the companies are to receive compensation equivalent to 
their average net profits during a period prior to the date of the con- 
tracts, and interest at the rate of 6 per cent per annum upon the new 
capital supplied by them under the terms of these contracts. As 
the next deduction from the gross receipts the city is to receive a 
return. upon the portion of the capital which it has contributed to 
the joint enterprise. Next, a deduction is to be made for the estab- 
lishment of a contingent reserve fund, and the net amounts remain- 
ing after the various deductions described are deemed to be “the 
income, earnings and profits" of the rapid transit systems, and are 
to be divided in the proportion of 50 per cent to the companies and 
50 per cent to the city. 

Our particular interest in these contracts in connection with 
the present discussion has to do with the remedies provided in case 
of the default of the companies in paying over the amounts due to 
the city from the gross receipts, or in case of the failure or neglect 
of the companies to observe and fulfill the conditions and obligations 
of the contracts. In such a contingency the city has a choice oi 
remedies, but the one in which we are at present interested is set 
forth in the Interborough Rapid Transit Company’s Contract? as 
follows: l 


In case of default of the Lessee in paying the rental herein provided or in case 
of the failure or neglect of the Lessee faithfully to observe, keep and fulfil any of 
the conditions, obligations and requirements of the Lease, the City, by the Com- 
mission upon thirty (30) days’ notice ta the Lessee of ita intentions so to do may 
serve notice of such default upon the Lessee, directing the Lessee to cure the ce- 
fault within ninety (90) days. If there shall be any dispute as to the fact of de- 
fault or as to the remedying thereof the Lessee may apply to the Court. If the 
default be not remedied within such time or within such further time as may be 
allowed by the Commission or by the court, the City shall thereafter be at liberty 
to enter upon and as the agent of the Leasee operate the Railroad and Equipment 
and Existing Railroads and Existing Equipment at the rate of fare and in the 
manner provided in the Lease for the remainder of the term, or to enter into a 
contract, subject to the same conditions, with some other person, firm or cor- 
poration to operate the Railroad and Equipment and the Existing Railroads and 





2 Contract No. 3, Article 89. 
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Existing Equipment as the agent of the Lessee for such period of time as the City 
may elect. It shall be a'condition of such further operation by thé City or by the 
person, firm or corporation with whom or with which the City may contract, that 
the revenue otherwise distributable to the Lessee under paragraphs 6, 7, 8 and 9 of 
Article XLIX hereof shall be devoted to the payment of interest and sinking fund 
charges, if any, upon bonds issued by the Lessee for the purpose of Construction 
and Equipment under this contract and for the purpose of refunding bonds issued 
' upon the lease of the Existing Railroads and upon the Existing Equipment, and 
any balance thereof after the payment of such interest and sinking fund charges 
and after the payment of damages suffered by the City by reason of such default 
and unpaid by the Lessee from other sources shali be paid to the Lessee. If the 
City or such other person, firm or corporation shall fail to pay the charges above 
referred to and if the City shell not terminate this contract as provided in this 
chapter, the Lessee shall be entitled to regain possession and to resume operation 
of the Railroad and Equipment and the Existing Railroads and Existing Equip- 
ment. i 


The street railway franchise granted in 1914 by the City of 
Kansas City, Missouri to the Kansas City Railways Company also 
contains provisions for the seizure of the street railway system by 
the city, ag a penalty for the company’s non-compliance with the 
terms of the ordinance, and for its operation’ by the city for the 
benefit of the parties having a financial interest in it. As an ex- 
ample of the peculiarities of forfeiture where vested rights are in- 
volved, the Kansas City ordinance provides an interesting exhibit 
of the characteristic workings of the American mind. Section 52 
of this ordinance i is as follows: 


If the Company shall willfully do or cause to be done any act or thing by this 
* ordinance prohibited, or willfully fail, refuse or neglect to do any act or thing re- 
quired by ita terms, it shall forfeit all rights and privileges conferred upon it by 
. this ordinance, but such forfeiture shall not affect the right of mortgagees and 
those claiming under the Company to capital value and return thereon, as herein 
provided. Such forfeiture may be had by proceedings by the City in ite own - 
name or that of the Prosecuting Attorney or Attorney General in the Supreme 
Court of the State, or if that court declines to assume jurisdiction, in any other 
court of lawful jurisdiction. Provided, however, before the City shall have the’ 
right to begin a proceeding to enforce said forfeiture, it shall give notice to the 
Company in writing of the specific dereliction or derelictions complained of, and 
unless the Company shall promptly and with expedition fully remove such alleged 
cause of forfeiture, the City shall have the right to begin and proceed with the - 
enforcement of saic forfeiture. 

For a second or.subsequent breach of the same provision, the City shall have 
the right to proceed without further notice, to enforce such forfeiture. _ 

If there be a final decree of forfeiture of the Company’s righta and privileges 
hereunder and the cause of forfeiture be not removed within a reasonable time 
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nish the normal foundation for government operation. It seems 
probable that if the present emergency operation leads to govern- 
ment ownership, the latter will be undertaken on a large scale 
through the purchase of substantially all of the railroads at once or 
at least as a part of one big scheme. Whether government owner- 
ship will actually follow as a consequence of government operation 
is a matter that can only be determined in the future. ‘The prece- 
dents throw no light upon this issue. 

The administration bill now pending in Congress provides that 
the President may enter into an agreement with any railroad, 
guaranteeing to it as just compensation for the use of its property 
during the period of federal control an income at an annual rate 
equivalent as nearly as may be to its average net railway operating 
income for the three years ending June 30, 1917, and that any net 
railway operating income in excess of this standard return to the 
companies shall be the property of the United States. The bill also 
provides that adequate depreciation and maintenance of the rail- 
road properties shall be included as a part of operating expenses or 
provided through a reserve fund, in azcordance with principles and 
rules to be determined by the President. As introduced in Congress 
the bill provides that federal control of transportation shall continue 
during the period of the war and until Congress shall thereafter 
order otherwise. The chief controversy with respect to this legis- 
lation is now raging about this provision of the bill; the conserva- 
tives—those who are strongly opposed to government ownership 
and operation as a permanent policy—insisting that a definite time 
limit shall be fixed in connection with the close of the war, when the 
railroads shall be handed back to their owners. If the adminis- 
tration bill should become law in its original form, and if it should 
be determined by the effective voice of the nation that government 
operation is to be continued as a permanent policy, one of two 
courses would naturally be chosen. Either the government would 
continue to operate the roads without buying them, in which cage 
it would have to pay the owners a permanent annual rental as fixed 
during the war period in accordance w:th the terms of the act, or the 
government would determine to purchase them, and then it would 
have to pay & price largely determined by their earning power as 
fixed in the same way. If, for example, following the close of the 
war there should be a great slump in the net earnings of the railroads, 
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due either to a falling off of gross revenues, or to a relative increase 
in operating expenses and depreciation charges, the government 
. would be in a position where, if it continued to operate the roads 
without buying them, it would be bound by contract to pay an 
excessive rental, or if it concluded to buy them, it would have to 
pay a price largely determined by the capitalized value of an exces- 
sive rental. If, on the other hand the average net earnings during 
the period immediately following the war should be in excess of the 
earnings during the war period, the government would reap an ad- 
vantage by the contracts authorized by the act, whether the roads 
continued to be operated by the government under private owner- 
ship or were to be purchased outright. As the price to be paid for a 
public utility or any other property almost always has great weight 
in determining whether or not a purchase will be effected, it is pos- 
sible that the policy of government ownership and perhaps of con- 
tinued government operation may, if the administration bill is - 
enacted into law and the contracts authorized by it are consum- 
mated, be determined in the affirmative or in the negative, accord- 
ing to the way in which contracts and arrangements entered into in 
time of war and based upon war conditions work out in time of peace. 
If it should be found that under these war contracts the government 
had bound itself to pay an excessive annual rental as a condition of 
continuec government operation, or an excessive purchase price as & 
condition of the acquisition of the railroads, controlling public 
opinion might be turned in favor of restoring the railroads to their 
present owners, and perhaps it would not be unsafe to predict that 
if the roads should be so restored immediately following the war, 
their subsequent purchase by the government, or the resumption of 
government operation, would be long delayed by the extreme finan- 
cial exigencies arising out of the liquidation of the national war debt. 
Precedents are lacking, and for that reason they will have to be 
made. Sometimes to avoid the “intolerable toil of thought” we 
copy methods or plans which have been adopted elsewhere, but so 
recently as not to have been subjected to the test of practical opera- 
tion. I have referred earlier in this article to the forfeiture and 
default provisions of the street railway franchise contracts recently 
adopted in Chicago, New York and Kansas City. These provisions 
have some relation to each other and might be used to a certain ex- 
tent as a basis for the determination of the policy to be followed by 
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the government in the operation of the railroads while they remain 
in private ownership, but no one of these provisions has ever been 
subjected to a practical test, and therefore they have no particular 
weight, except as schemes which have appealed to certain groups of 
men upon whom was thrust at given times the responsibility for 
solving difficult problems in public relations. It seems to me that 
in view of the absence of precedents and in view of the extraordinary 
conditions now prevailing, it would be a great mistake for the gov- 
ernment of the United States by legislation or by authorized con- 
tracts to fix the annual compensation to be paid to the railroads for 
the entire period covered by governmental operation without re- 
gard to the financial developments in the railroad business in the 
years folowing the war. In my judgment it would be better to limit 
the compensation features of the present arrangement to a definite 
period, say, until the end of one or two years following the cessation 
of hostilities, leaving for subsequent readjustment a determination 
of the earning power of the roads under the conditions prevailing 
after the war. 


GOVERNMENT OPERATION OF AMERICAN RAILROADS 
By CLIFFORD THORNE $ 


The government operation, and possible ownership, of Ameri- 
can railroads presents some issues of law and public policy that will 
be of commanding importance during the next few years. It will 
be well for every citizen to have & clear grasp of some of the funda- 
mental facts about which this contest will be centered. 

Government operation is a great experiment, and is fraught 
with many possible consequences of the first magnitude. Our ob- 
ject will be to outline briefly some of the essentials of the plan now 
pending in Congress, how that plan differs from the one adopted in 
Great Britain, and we will present a discussion of two or three of the 
principal objections which have been offered to the pending meas-' 
ure, with special reference to the compensation proposed in this 
greatest financial transaction in the history of the world. 

Our object is not to produce an historical monograph for the 
antiquarian of the future to mull over, nor a dissertation on the 
many knotty constitutional and other legal problems involved. 
, Both of these tasks would be interesting and instructive, perhaps. 
But there ére a few vital issues of publie policy involved in the 
législation now pending which present real live questions worthy of 
the consideration of every citizen, and it is our purpose to discuss 
‘these issues. Unless we are gravely in error the railroad question 
will now be forced into national prominence, surpassing that which 
it has occupied for many years; and every man who has the re- 
sponsibility of representing the people on this subject will be called 
upon at some future time to render a strict iiti for his acts 
of today. 

To understand clearly the discussion and appraat the rela- 
tive importance of matters considered it is necessary to have a true 
conception of the object of taking over the railroads, and what it is 
expected to accomplish by that act. 

At the moment of supreme test, when the public interest de- 
manded the highest efficiency in our iranapora nod system, private 
operation broke down and the government had to come to the 
rescue. Precisely thé same thing occurred in Great Britain. This 
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did not happen in the other great civilized countries engaged in the 
present war, because they had already taken over the operation of 
most of their railroad systems many years ago It is a noteworthy 
fact that not one of these other nations found it advisable to go back 
to private operation when the crisis came. The only nations which 
found it necessary to make a change in their methods of dealing 
with their railroads were those which substituted government 
operation for private operation. 

The incidents leading up to this memorable event in the history 
of American railroads are interesting. For seven years our railway 
companies have maintained a national combination for the purpose 
of forcing general advances in freight rates. During this period 
several cases involving colossal sums of money have been won and 
lost. In the fall of 1917 the eastern and western railroads asked the 
Interstate Commerce Commission for a reopening of the celebrated 
Fifteen Per Cent Advance Rate Case. In the spring they had lost 
the case on approximately three-fourths of the traffic in the United 
States. The sum involved in this one proceeding was stupendous, 
aggregating approximately four hundred million dollars annually, or 
5 per cent on eight billion dollars, which is more money than the 
total cost of the Civil War. It is difficult for the human brain to 
comprehend such figures. The sum exceeds that involved in any 
other case between private parties in the history of civilization. 
During the course of the year 1917 our government floated a war 
loan of a little less than seven billion dollars, which has been de- 
scribed as the greatest in human history. Announcement has been 
made that during the coming year tre government will need twenty 
billion dollars more money for war purposes. 

At this critical moment the eastern railroads announced that 
if the advances they were then asking were granted in full the car- 


1In 1911 the railroads lost their advanced rate cases completely. In the 
spring of 1914 they lost the 5 per cent case on approximately 90 per cent of the 
traffic involved. On rehearing in the fall cf 1914 the Interstate Commerce Com- 
mission granted the eastern railroads the 5 per cent on approximately 50 per cent 
of the tonnage involved. In 1915 the western railroads lost their case on approxi- 
mately 80 per cent of the tonnage involved. In the spring of 1917 the eastern 
roads were granted a 15 per cent advance on approximately two-thirds of the 
traffic involved, and the western and southern roads lost their case on approxi- 
mately everything except coal, coke and iron, These figures are estimates only. 
Thousands of individual changes in rates have been made from time to time. 
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riers would come back nedat and request another 15 per cent. 
The western railroads had just applied foma reopening of their case. 
The unending cycle of advances, advances, advances, was appalling. 
The railroads over-played their hand. At this moment the shippers 
for the firs time during all these proceedings from 1910 to 1917 took 
the position, as one of two or three alternatives, that the time had 
finally arrived for the government to take over the operation of 
American railroads. They urged the Commission to make this 
recommendation to Congress under the provision of the Act to 
Regulate Commerce requiring the Commission to make suggestions 
concerning important legislation affecting our transportation system. 
Within three weeks the Commission made a report to Congress 
naming government operation as one of the two alternatives which 
should be adopted by the government, and within six weeks the 
President took over the railroads. 

. Immediately after the suggestion of government operation 
was made by the shippers the proposition was bitterly fought by 
‘the railroads. Interviews against the measure were given out by 
leading railway executives. Newspapers and magazines with well 
recognized railroad sympathies, severely criticised the proposition. 

When the government operation of railroads appeared inevi- 
table the railroad officials reversed their attitude, and quickly estab- 
lished intimate relations with the government officials engaged in 
drafting the necessary legislative measures. The wisdom of this 
procedure was self-evident and it bore fruit in abundance, as we 
shall see. 


ESSENTIALS OF THRE PLAN Now Paenpina IN CONGRESS 


Shortly after the reconvening of Congress in December, 1917, 
a bill was introduced in both Houses establishing the plan of govern- 
ment control. This measure contemplates the government opera- 
tion of the principal railroad systems in the country under the im- 
mediate direction of one man. ‘To fill this responsible post the 
President has selected: the Honorable William G. McAdoo as 
Director General. Under the provisions of this bill the President 
is authorized to guarantee: | . 

1. Regardless of how high the cost of labor and supplies may 
go during the war, the average net railway operating income for the 
three years ended, June 30, 1917, ‘plus additional compensation for 
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all improvements built since that date out of new money, govern- 
ment loans, or earnings from operation. 

2. To adequately maintain the properties. 

3. To maintain railway credit by loaning all necessary funds 
for improvements and betterments. 

. 4. To return the properzies at the end of the period in as good 
condition as when taken. 

If satisfactory agreemerts cannot be effected with any carriers 
the President has the option of increasing the compensation pro- 
viding exceptional reasons exist, or the matter may be referred to 
a board of referees, and upon failure to agree the whole matter is 
subject to trial in the court of claims. Allowing for the inevitable 
increases for companies not accepting the proposed compensation, 
the total sum guaranteed will probably exceed one thousand mil- 
lion dollars annually. (The Senata Committee on Interstate Com- 
merce estimates this at $955,000,000 to $960,000,000, if all roads 
should accept the original guarantez; but there are many short lines, 
whose earnings have been squeezed down by the large companies 
in the divisions of through rates. The large companies under the 
provisions of the bill will continue to get these excessive earnings, 
and the small roads will go into court, as provided in the bill, in order 
to secure additional compensation. A railroad system like the’ 
Pennsylvania will increase its standard return above the average 
of the three-year period in the following manner: the parent 
company will accept the guaranty provided in the bill and the 
subsidiary will go into ecurt—and that subsidiary may be owned 
completely by the parent company. The settlement should be bv 
“system.” The original dill so provided it; but a clever change 
was made specifying a “‘reilroad” or a system.) 

The total bonded indebtedness of American railways, as of 
June 30, 1917, was $10,02_,730,075; and the capital stock outstand- 
ing in the hands of the public was $6,314,570,354. After the pay- 
ment of all interest the railroads as a whole, under the proposed 
guaranty will earn, net, approximately 8% per cent on all their 
capital stock outstanding: this includes the rich and the poor, water 
and all. Think of substituting for the six billion dollars of railroad 
stocks in this country, six billion dollars worth of 84$ per cent gov- 
ernment bonds. It is true the companies cannot increase their 
dividends during the per-od of federal control without the consent 
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of the President; but there is nothing to prevent the distribution of 
the accumulated surplus after the war is over. In the case of a 
bond the government takes your money and at the end of the period 
returns your money, paying interest in the interim. Likewise, 
under the plan of federal control, the government takes the prop- 
erty of the railway company guaranteeing to return the property 
at the end of the period, in as good a condition as when taken, and 
also guarantees an annual return. Here we have all the essentials 
of a government bond—the payment of the principal and interest. 

We are shielding the railroads from the effects of the war; we are 
protecting them from all advances in the cost of materials and in the 
cost of labor; we are guaranteeing the railroads their net income 
earned during the most prosperous three-year period since the steam 
engine was invented— regardless of what may happen to their 
expenses. 

During the years 1916 and 1917 American industry—including 
our railroads—received the profits from the very large demands 
occasioned by the European war, without being compelled to suffer 
the attendant losses that must inevitably follow our own active 
participation in the struggle. The result was that American indus- 
try in practically all lines reaped tremendous profits. That excep- 
tional condition ceased when we entered the war. The earnings 
during such a period do not constitute a just criterion of normal 
earnings before or after that period. 

Consider a few of the circumstances which make this true. 
When the war was thoroughly in progress large demands for clothing, 
food, and war munitions came from the European countries—de- 
mands far in excess of what they required in former years, because a 
large per cent of their population was not engaged in productive 
pursuits, and because of the enormous consumption of munitions 
which did not exist in former years. On the other hand, our indus- 
trial population was not depleted, and the ordinary traffic among 
our own people still continued. The excess demand from Europe 
was & net gain of vast proportions. All American business felt 
this tremendous stimulus. 

“In 1916 the net earnings of American railroads as a whole © 
suddenly increased to an amount that was two hundred million 
dollars greater than ever before in their history. In 1916 the net 
income of the eastern railroads above ali their expenses, taxes, and 
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interest on debt, exceeded any other year by more than sixty mil- 
lions, an increase of over 27 per cent. These increases were very 
remarkable. Nothing like this had ever occurred before in the 
history of our country. The earnings of some companies had 
shown phenomenal increases at times, while others might remain 
stationary or decline; but an increase of this character in the whole 
industry was phenomenal. The fiscal year 1917 showed net earn- 
ings surpassing any other year, with the single exception of 1916. 
This condition in the railroad industry was simply analogous to 
what oceurred generally throughout the nation. 

But what will follow our own participation in the conflict— 
when we are on the same war footing as our allies? - 

First—one to five million active, strong men in the prime 
of their youth are to be taken from our farms and factories. The 
effect on the cost of labor and supplies is self-evident. 

Second—it will be impossible for many industries to continue 
because ultimately we will have to concentrate our work, as 
never before, on the real necessities of life, in order to produce 
them in sufficient volume to meet the increased demands, with a 
decreased industrial population. The same thing has occurred in 
the leading European countries engazed in the war. 

Third—capital will be extremely difficult to secure, and will 
command exorbitant rates. The war needs of the government will 
demoralize the money markets. Some conception of this may be 
gained when a person realizes just how much money the govern- 
ment will require to carry on this task of waging a war on another 
continent. The chief creditors of a government are, ordinarily, its 
own citizens. When their funds are drained, interest rates go sky- 
ward. Ashort time ago Anglo-French 5's, which have behind them 
the combined credit of England and France, were selling on a 9.3 
per cent basis. City of Paris 6’s have been selling on a 12.5 per 
cent basis. British consols—long considered the premier security 
of the world—have been selling at a yield ranging from 5 to 6 per 
cent. The 54 per cent bonds of Great Britain which have but little 
risk connected with them, coming due next year, were selling during 
the closing weeks of 1917 on an 8.6 per cent basis. These govern- 
ment bonds in the past have been scld on a basis ranging from 2 to 4 
per cent. When United States government bonds are sold on & 6 or 
8 per cent basis, you will find industrials selling on & 10 or 12 per 


- 


90 Tus ANNALS OF THE AMERICAN ACADEMY 


cent basis, and the market values of industrial securities will decline 
accordingly. | 
. During 1917 there was a slight recovery in money rates in Great 
Britain, due, undoubtedly, to our entrance into the war, and our 
furnishing much needed capital for some purposes. After the first 
effect of that has passed, and money for investment purposes in the 
United States becomes scarce, it is inevitable that the declines in’ 
security values will begin again on both.continents. The extreme 
western portion of the United States has felt the pressure less than 
any other part of our country. Today money is being loaned for 
extended periods to private companies in California.on a lower 
basis than che securities of the British government are being sold on 
the London market. ' 
During the next few years it is certain that many individuals 
and companies will be unable to secure labor or materials except 
at enormous prices, and new capital will command very high rates. 


‘Coupled with this increased cost of operation the market for many 


products will be partially or wholly destroyed. 

We, as a people, bave not realized that which is inevitable if 
this war continues. The sooner we come to a realization of the true 
situation, the better it will be for all of us, and the more intelligently 
will we deal with the great problems pressing upon us for decision. 

A document recently published for the purpose of encouraging 
investment in liberty bonds states that our government will require 
approximately twenty billion dollars annually for war purposes. 
The total income of the.country has been estimated at about forty 
billion dollers. In other words, continues this publication, every 
citizen will 5e expected tc contribute, on an average, one half of his 
entire income to the prosecution of the war, either in the payment 
of taxes or the purchase of bonds. Contemplate, for a moment, 
the effect of that on the many manufacturing concerns which are not 
directly connected with the war. Vast sums will be concentrated in 
this one line, which formerly went out into all the varied industrial 
activities of a great nation. Many industries will be demoralized, 
some will be destroyed, and thousands of business men will be forced 
to the wall.  , 
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Tup PnoGRAM or THE RAILWAY FINANCES 


With a full appreciation of just what is in store for the average 
man let us now consider what the keen, able, far-sighted railroad 
financiers are trying at this moment to force through Congress, 
in the name of “patriotism,” with Just as little debate as possible, 
in advance of the treacherous times that are to come, and before 
the great body of our citizens, or their representatives, have paused 
to look forward into the future, before they have awakened to the 
real situation which confronts us as a nation. We do not claim 
that railroad officials have no patriotism. There is no class of 
men in America that are more patriotic. We simply denounce this 
constant attempt to increase the net revenues of railway companies 
under the subterfuge of patriotism. This is patriotic camouflage, 
nothing more nor less. 

Some comprehension of just what the proposed guaranty. 
means can best be obtained by considaring a few concrete examples. 

J. S. Bache and Company, of New York, have made an analysis 
of the proposed guaranty for a number of railroad systems. Ac- 
cording to their computations, the New York Central will receive 
12.4 per cent on its common stock. 

During the past six years the stock of the New York Central 
has never commanded on the market & price aa high as 120, and yet 
we propose to give the equivalent of à government bond, bearing & 
rate of over 12 per cent while the war lasts, to the New York Central 
stockholders. 

The Bache Company estimates tne return on the Pennsylvania 
stock to be 8.54 per cent; the Chicago and Northwestern 9.27 per 
cent; the Delaware, Lackawanna and Western 37.31 per cent; and 
the Reading 17.71 per cent. 

The following table, compiled by the statistical department of 
the Interstate Commerce Commission, shows all of the companies in 
the United States earning 5 per cent or more on their capital stock. 
This table states what the various companies will earn on their stock 
under the three-year guaranty. (This appears in print for the first 
time in the Minority report of Senator Cummins.) 
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Capital stock \ Average 
- tually outstand- Average net pör cant 
income for the 
ing. Average for hien of net in- 
Road the three years d oome to 
ended June 80, 
: ended June 80, 1917 (C) capital 
1917 (B) 
(d)-+(c) 
(a) (o) ` (d) (e) 
REasrregwX Disrricr Per cent 
Pennsylvania R. R Co...........ee eren 8.92 
New York Central R. R. Co............... 12.96 
Balto. & Ohio R. R. Co... oc cece eens 5.83 
Pennsylvania Co... ....... ce eere E 11.92 
Phila. & Reading Ry. Co.......... eee 25.70 
Del., Lack. & Wn. E. R. Co............... 82.90 
Pgh., Cin. Chgo. & 8t. L. R. R. Co......... 0.75 
Lehigh Valley R. R. Co............... Lee. 11.88 
Clav. Cin. Chic. & 8t. L. Ry. Co........... 8.85 
Michigan Central R. R. Co................ 18.48 
Central R. R. Co. of N. essi Eris 20.25 
Delaware & Hudson Cor... . cee cece 12.79 
Phila. Balto. £ Wash. R. R. Co............ 11.50 
Pitta. & Lake Erie R. R. Co.............. 23.58 
Elgin, Joliet & En. Ry. Co................ 9.45 
Maine Centra! Ry. Co........ eere 8.82 
Buff. Roch. & Pan Ry. Co....... esos Deas 9.45 
Bessemer & Lake Erie R. R. Co........... 047.22 
Chicago & Erie R. R. Co........ cece cence 70.45 
Hooking Valley R. Co........ eere 11.04 
West J. & Seashore R. R. Co.............. ~ 6.70 
Cantral New E. Ry. Co.......... eere 8.40 
N. Y. Phila. & Nor. R. R. Co.. URNA RE wee 85.74 
Rutland R. R. Coes coe oe22 deor o SR Ehe 6.29 
Bangor & Aroostook R. R. Co............. 8.28 
Cumberland Val. R. Re Cor... cc eee 24.01 
Kanawha & Michigan Ry. Co.............. 11.02 
Lehigh & N. E. R. Be Co........... eee 18.66 
Chgo. Terre H. & 8. En. Ry. Co........... / 5.46 
Lehigh & Hudson River Ry. Co............ 27.08 
Monongahela Ry. Co........... eee 9.26 
Cincinnati Nn. R. BR. Co............eeeee. 8.95 
Port Reading R, R. Co......... ve aa 9.13 
Det. & Toledo B. L. R. Re Co.............. 24.37 
Buf. & Sas. R. R. Cotp.... see eree orb es 7.09 
Staten Ig R. T. O6... os eciS ote Rx ve ex 32.02 
Detroit & Mack. Ry. Co.................. 7.42 
Total. d ecoskbet obi ead e eet Wekesa 11.48 
N 
l 
j 
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Capital stock 
actually outatand- A genet A £e 


income for the, | per cent of 


Road ing. Average for three years net inoome 
ene Sree yosri ded June 30, | to capital 
ended June 30, YE pou. ^ 

` 1917 (C) stook 
T (d) +(e) 
(a) (o). (d) 

SOUTHERN DISTRICT Per cent 

Illinois Central R R. Co..... ......... à $109,288,114 $12,383,882 11.83 

Louisville & Nashville R. Re Co........... 12,000,000 12,056,800 16.78 

Norfolk & Western Ry. Co.......... eese 138,580,867 \ 17,342,810 12 51 

Chesapeake & Ohio Lines....... ... Less. 62,786,000 5,848,431 9 31 

Atlantic Coast Line R. R Coi .......... 68,754,700 7,424,004 10 80 

Central of Georgia Ry. Co............. eee 20,000,000 1,878,570 9.39 

Nashville, Chattanooga & St Louis Ry .... 25,004,831 2,175,420 18.60 

Mobile & Ohio R R. Co.......... le soon 6,016,800 888,067 14 76 
Cincinnati, New Orleans & Texas Pacifico Ry 

Cüs coU. E hese CU OE Nu MPVNUECES S cue: 5,443,400 2,448,028 44 99 
Florida East Coast Ry. Co. ......... .. 10,833,333 1,090,321 10.06 
Alabama Great Southern Ry. Co ..... .. 11,210,850 1,864,246 12.17 
New Orleans & North Eastern R. R Co..,.. 6,000,000 646,449 10 77 
Richmond, Fredericksburg & Potomao R. R. 

(DO Sue Oe nel erii NOE Ie e M M CE 4,315,067 070,486 22 70 
Georgia Southern & Flomda Ry. Co........ 3,768,000 222,186 5 90 
Charleston & Western Carolina Ry. Co. .... : 1,200,000 230,086 21 67 
Gulf & Ship Inland R. R. Co.. ........ .. 7,000,000 373,070 5.38 
Alabama & Vioksburg R. R. Co. .... ..... 2,100,000 360,784 17.18 
Washington & Southern Ry. Co ........... 4,000,000 348,041 8 72 
Atlanta & West Point R. R. Co........... 2,403,000 202,023 11 89 
Western Railway of Alsbama...... ....... 8,000,000 251,851 8.29 

Total A cwacSetueaewe aoa rece $554,745,082 $68,626,910 12.37 
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Capital stock Average 
Average net 
" actually outatand- decane for the cent of 
Road Ed Average for es p snr 
l ended June 30 ended June 30, ron 
193070) — 1917 (C) (d) 
+(e) 
(a) (e) (d) (o) 







WesraRx DisrRiOT 
Atchison, Topeka & Santa Fe Ry. Co....... 
Southern Pacifico Co............. eee T 
Chicago, Milwaukee & St. Paul Ry. Co. Loo 
Chicago, Burlington & Quincy R. R. Co... 
Chicago k Northwestern Ry: Cows ssi oo 16,040,515 
24,021,887 
24,287,781 
31,018,338 
(G) 4,571,790 
98,881,016 






Northern Pacific Ry. oe jgvxs T 
Union Pacific R. R. Co.............e eee ee 
Minneapolis, St. Paul & Ste Marie Ry........ 
Oregon Short Line R. R. Co............... 
Texas & Paci£o Ry. Co. (Reo) ............ 
ia Bt. Paul, Minneapolis & Omaha Ry. 
Rd "Mimabe & Northern Ry. 66s. cies 
El Paso Southweatern Co.. .......... Vue 
Houston & Teras Central R. R. Co......... 
Duluth & Iror Range R. R. Co....... .... 
Fort Worth & Denver City Ry. Co......... 
Panhandle & Santa Fe Ry. Co............. 
Bt. Louis, Brownsville & Mexico Ry. Co..... 
Chicago, Rock Island & Gulf Ry. Co. ...... 
Bingham & Garfield Ry. Co........ Wed Qa 










PM 
e 
— 
be - 
un 
O oM © 


fod 






(G) 2,190,198 
1,080,308 
3,040,987 


j= 






Bers 


x. 
« * - " 


e 
Gy 

Akt 
pe 
a 


BER 


Houston Hast & West Texas Ry. Co....../. 
Cripple Creek & Colorado Bprings Ry. Co. 
Colorado & Wyoming Ry. Co....... nmm 





171,019 
162,036 
117,038 
837,314 


BER o 







ba 
Qoo m 










Avisonn & Now Mexico Ry. Cotran 3,770,000 


Totals. cccecevosacdi uds Pol E T 82,210,035,811 ,076,073 9.96 ` 









An important objection has -been made to statements con- 
. eerning the guaranteed net income on capital stock. Net income 
under the Commission's system of accounting includes not only 
earnings from operation but income from outside investments. The 
-government does not guarantee these outside revenues. Another 
objeetion which can be made to the computations quoted above is 
that they fail to show system figures.. A parent company may 
have several subsidiaries that do not earn much on their out- 
standing capital stock. 


- 
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In order to meet both of these okjections and to ascertain the 
real effect that such modifications would have on the results, we 
have compiled the statistics for the railroad systems handling 72 
per cent of the traffic in the eastern district. In column A we show 
the average dividend rate on the system; in column D the average 
return, including income from outside sources as well as revenues 
from operation during the past three years; in column F we have 
eliminated all income from outside operations. These railroad sys- 
tems under the government guaranty will be able to pay all of their 
operating expenses, taxes, interest on funded and unfunded debt, 
rentals, leases, etc., and have enough left out of earnings from opera- 
tion alone, to equal an average of 10 per cent on all their capital 
stock outstanding in the hands of the public. In addition to this 
government bond for 10 per cent during the war, these companies 
will have large revenues from outside scurces. During the past three 
years, this outside income has averaged over $30,000,000 a year. 
This table has been compiled from the exhibit prepared by the 
eastern railroads in the Fifteen Per Cent Case before the Inter- 
state Commerce Commission. (See table on p. 96.) 

In contrast with the foregoing statements showing the situa- 
tion on American railroads, under the proposed government guar- ` 
anty, we present a somewhat similar table (p. 97) showing the 
government guarantees on the roads handling 86.60 per cent of 
the traffic in Great Britain. These earnings should be further 
reduced by reason of the modification caused by the increased 
wages, a portion of which the railroad companies have assumed. 

Summarizing the situation, it mgy be stated that the railroad 
bill now eee Are Congress proposes the following guarantees 
made on behalf of the government of the United States: (1) to. 
return the properties at the end of the period of government control 
in as good condition as that at the time they were taken over; (2) to 
loan the railroads all the money necessary for betterments and im- 
provements, probably at the rate on government bonds; (3) to 
shield the large prosperous railroad systems from all future in- 
creases in the cost of labor and supplies while the war lasts; 
(4) to protect these larger railroads from all financial hazards of 
the war which will threaten the very life of many industries, and 
possibly wreck many railroads that will not be granted a govern- 
ment guaranty; (5) and to guarantee the larger railroads, annually, 
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‘sums that will be sufficient to pay all their operating expenses, taxes, 


interest, dividends and surplus equal to that which they have earned 
during the years 1915 to 1917 inclusive, the most prosperous three- 
year period in their entire history 

Tt is also proposed, as stated by the author of the major partion 
of the bill, that the shippers, who will have their own burdens to 
Carry during this perilous time, will be expected to make up any 
deficit of the government in the guaranty made to the railroads. 

We can snuff out the life of our boys in the trenches. We 
can wreck many industries. We can blast the business of the short 
line, the poor road. But when it comes to these rich, powerful cor- 
porations, the big companies, the great railroads, we heroically an- 
nounce that we are going to protect them from the effects of the war. 
And we do all this in the name of patriotism. 

To the Burlington Railroad we say, “You now have a stock 
paying a regular dividend of 8 per cent. While the war lasts please 
accept this 22 per cent government bond in lieu of that railroad stock. 
We not only guarantee you this 22 per cent annually on your stock 
but we guarantee to return the principal in full in this manner— 
after the war is over we solemnly guarantee to give back your prop- 
erty in just as good a condition as we take it." This has all the 
essential elements of a 22 per cent government bond. While the 
war lasts the government guarantees the annual payment on the 
stock, and at the end of the war the government guarantees to re- 
turn the property in full. Here you have the payment of the 
principal and the interest. Not only do we guarantee to the Bur- 
lington annually that 22 per cent on its capital stock, but we alsc 
guarante», with all the wealth and resources of the United States 
government back of the pledge, that we shall pay all interest charges 
on all its funded and unfunded debt, maintain its properties ade- 
quately and efficiently, and present to the Burlington Railroad ar 


absolute government credit, enabling the company to borrow 


all the money it may need. We tell the Burlington Railroac 


. to go ahead, rehabilitate and improve its property out of the 


public treasury, while many other industries are being pros 
trated; and then' don't forget.to take that little check annually 
for 22 per cent. We do all this in the name of patriotism. 

It has been suggested that the payment of these large earning: 


‘to the railroads is necessary to facilitate the sale of government 
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bonds. How will it help the sale of 4 or 44 per cent government 
bonds to give & government guaranty to railroad stocks amounting 
to 10 per cent annually? It is axiomatic that the higher you make 
the prevailing rate on other securities, the more difficult will it be to 
sell government bonds at a lower rate. Where is there any reason 
for thinking a guaranty of 10 per cent instead of 6 or 7 per cent on 
railroad stocks will facilitate the sale of government bonds? Why 
should the stockholder part with the 10 per cent security in order to 
purchase 2'44 per cent government bond? The higher you make 
the earnings on railroad securities, the more difficult will it be to 
persuade the railroad stockholder to part with his security. The 
logic involved in advocating a 10 per cent or 20 per cent return on 
railroad stock in order to help the sale of 4 or 5 per cent government 
bonds is a charming exhibition of the usual statesmanlike stupidity 
which governs our public activities. 

Our first task is to win the great war, but that cannot be used 
to throw dust in our eyes on matters of justice as between the citi- 
zens of this country. There are some offenses that cannot be com- 
mitted with impunity, even though they be done in the name of 
patriotism. We are patriots first, last, and all the time; but we 
are not fools. There is such a thing as camouflage in the demagogic 
panegyrics of the politician who does everything, big and HUS, right 
or wrong, in the name of patriotism. 


TERMINATION OF GOVERNMENT CONTROL 


The measure originally presented provided no definite time for 
the termination of the government operation of our railroads. The 
Senate Committee amended this, limiting the time to eighteen 
months after the termination of the war. The House Committee 
has amended the bill, limiting the time of operation to a period of 
two years after the war. The possible effect of no limit on the period 
of government operation has precipitated vigorous discussion from 
both the friends and opponents of government ownership. Various 
and conflicting claims have been made. Whatever policy is sub- 
sequently adopted, it is quite essential that a substantial period 
shall elapse during which necessary legislation can be enacted to 
meet the situation then existing and providing for the necessary ac- 
counting. There is no doubt but what Congress will limit the 
period of government operation. As the time limit approaches, the 
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entire subject of government ownership versus private ownership 
will be forced into prominence. ` 


JURISDICTION OF THE INTERSTATE COMMERCM COMMISSION 


Practically everyone recognizes the necessity for concentrating 
the operation of American railroads in the hands of the President 
during the emergency now confronting the nation. Another ques- 
tion, howaver, has arisen. This relates to the jurisdiction of the 
Interstate Commerce Commission over rates and charges of the 
railway companies. At the present writing, the committees in the 
two houses of Congress are divided on this proposition; the Senate 
Committee recommended a bill giving power of initiating rates into 
the hands of the President, and leaving the jurisdiction with the 
Commission to finally determine the reasonableness of any and all 
changes under the Act to Regulate Commerce and the amendments 
thereto. The House Committee has declined to accept this amend- 
ment to the bill as originally proposed. This is but a passing phase 
of a contest that has been carried on for many years to cripple, and 
if possible, to destroy the Commission. The shipper like the rail- 
road will suffer from the inconveniences and hardships occasioned 
by government operation interfering with the ordinary movements of 
traffic, and giving priority to those commodities most essential to the 
efficient prosecution of the war. It can safely be said that both 
the railroad and the shipper have patriotically consented to this 
interference, without objection. 

However, on matters of compensation a’ different situation 
exists. There is no necessary connection between the efficient oper- 
ation of the railroad and the determination of the proper compensa- 
tion to be paid by the government to the railway company. There 
may be some relation between the two, but it is incidental, and not 
of substantial importance. The railway company has a right to a 
full hearing before a disinterested tribunal if an agreement cannot 
be effected between the government and the company, and no one 
has even suggested that this right should be interfered with by the 
so-called ‘‘war power.” The shipper claims that his rights to a full 
hearing relative to the compensation to be paid by the shipper are 
just as sacred as are those involving the compensation to be paid to 
the railroad. The justice of the demand on behalf of the shipper to 
& full hearing has been forcibly stated by the Supreme Court in 
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Interstate Commerce Commission v. Louisville, etc. (227 U. B. 88), 
wherein the following language appears: 


But such a construction would nullify the right to a hearing,—for manifestly 
there is no hearing when the party does not know what evidence is offered or con- 
sidered and is not given an opportunity to test, explain, or refute. The informa- 
tion gathered under the provisions of sestion 12 may be used as basis for institut- 
ing prosecutions for violations of the law, and for many other purposes, but is not 
available, as such, in cases where the party is entitled to a hearing. The Com- 
mission is an administrative body and, even where it acts in a quasi-judicial capac- 
ity, is not limited by the strict rules, as to zhe admissibility of evidence, which 
prevail in suits between private parts. Interstate Commerce Commission v. Baird, 
194 U. 5. 25. But the more liberal the practice in admitting testimony, the more 
imperative the obligation to preserve the essential rules of evidence by which 
rights are asserted or defended. In such cases the Commissioners cannot act 
upon their own information as could jurors in primitive days. AJI parties must be 
fully apprised of the evidence submitted or to be considered, and must be given 
opportunity to cross-examine witnesses, to inspect documents and to offer evidence 
in explanation or rebuttal. In no other way can a party maintain its rights or 
make its defense. In no other way can it test the sufficiency of the facts to sup- 
port the finding. Interstate Commerce Commission v. Louismlle & Nashville Rail- 
road, 227 U. 8. 88, 93. 


We have had the Interstate Coramerce Commission for thirty 
years. During this period our railroads have prospered. The best 
evidence of this fact is that the companies handling the bulk of the 
traffic in the nation have been able to pay liberal dividends, and 
the net revenues of the American railroads as a whole during the 
past three years have exceeded the net revenues of any other like 
period. This fact has been conclusively established beyond con- 
troversy. During the next few years the Commission will be of 
greater importance to the shipper than during any other like period 
in our history. 


ADVANCED Fraeiaat RATES 


There are some who are advocating a general advance in freight 
rates in the United States, should it become necessary to make up 
any deficit in the amount guaranteed to American railroads under 
the provisions of the bill now pending. Before the government 
should adopt such a policy there are some facts worthy of serious 
consideration. At the outset it must be remembered that such a 
course of action would be diametrically opposed to that which has 
been adopted in Great Britain. 


f 
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The expedited special service required: by the government in 
the movement of troops, munitions and other war supplies will serve 
to diseommode other traffic, creating embargoes, confusion, extended 
delays, forcing other trains, both passenger and freight, to give way 
to the movement of trains carrying war supplies. No one is ob- 
jecting to these inevitable hardships, but attention is called to the 


~ fact that the government is thereby securing expedited special 


services for ordinary rates. It would be very difficult to estimate 
the actual cost of this kind of service and the attendant confusion 
occasioned to other traffic. This extra service is in all respects a 
governmental activity and the burden should be borne by the 
government,—by the publie generally—not by the shipper. If . 
every shipper were &ble to pass on the cost to the consumer it might 
not work any hardship to advance the freight rates to take care of 
these extra costs; but in actual praétice we find that some jobbers 
and some manufacturers in certain lines of industry in the cities, 
are able to pass on the burden to the consumer; but, on the other 
hand, many jobbers, manufacturers and producers have to absorb 
the larger portion of any advance in freight rates that is made. 
This is true of the oil industry because the chief competitor of the 
independent is enabled to ship his product largely through pipe 
lines. The price on grain is generally the price at the market less 
the transportation charge from point of origin. The same is true 
of the livestock traffic. Even where the shipper is able to pass on 
the burden to the consumer there are certain objections. A tax 
(and this has all the essential elements of a tax) pro-rated in that 
manner compels the man who buys the necessities of life to bear the 
heavy part of the load and it is not apportioned in accordance with 
the ability to pay the tax. Many times the manufacturer or Jobber 
uses such an increase as an excuse for levying an additional charge 
upon the publie for the common necessities of life amounting to 
several times the actual increased cost. 

We should keep clearly in mind the distinction between the 
ratepayer and the taxpayer. The shipper is perfectly willing and 
is glad to bear his fair share of the burden of the cost of this war. 
He could rightfully object, however, to any program which forces 
him to bear his share and, in addition thereto, to carry other pecple’s 
burdens. These extraordinary costs of operation occasioned by. 
confusion, congestion, etc., are caused by the government; they 
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are a part of the war program. ‘This extra cost should be borne 
by the taxpayer and not by the ratepayer. Of course the shipper 
will then bear his fair share of the burden. 

The shipper will have to bear his own increases in the cost of 
labor and supplies along with the rest of the people. It would 
seem unfair to compel him also to bear the increased cost of labor 
and supplies of the railroad companies occasioned by the war. The 
reason we say to the railroads that we will protect them from these 
increased expenses is because we consider our transportation system 
an essential governmental agency at this crucial time. We do it as 
a, matter of publie policy. It is a burden assumed by the govern- 
ment and the citizens as a whole should share in that burden, in- 
stead of forcing it upon a relatively small group of shippers scattered 
throughout the country. As previously stated what we suggest is 
precisely the policy that has been adopted in Great Britain. It is 
sound economically, morally, and legally. 


GOVERNMENT OPERATION IN GREAT BRITAIN 


The essentials of the British plan for the operation of railroads 
during the war may be briefly described as follows: 


1. A committee of thirteen, including the president of the 
Board of Trade and the general managers of the leading British 
railroads are in active control of the railways in England, Wales 
and Scotland, under authority of th» Act of 1871. 

2. The government undertakes to maintain the properties on a 
standard similar to that existing pricr to the war, except that a cer- 
tain percentage, said to be 124 per ceat, is added to the maintenance 
allowances of the pre-war period, because of the extra cost and wear 
and tear occasioned by high prices and the extraordinary use now 
demanded of the railroads. 

3. The goverhment guarantees the net income for the year 1913 
less an amount equal to one-fourth of the first wage bonus granted 
to labor, the total reduction amounting to approximately £1,000,000. 
(The original reduction was equal to the amount by which their net 
revenues during the first seven months of 1914 fell below the cor- 
responding period of 1913. This condition or proviso was stricken 
out and the reduction named above was substituted therefor.) 

4. No payment is made for the movement of government 
troops or munitions, it being presumed that the payment of the 
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difference between the guaranty and the receipts from oue traffic 
is sufficient compensation for this service. 

5. Very large and substantial increases in wages have = paid 
to labor. The first advance was divided as follows: the govern- 
ment assumed three-fourths of the amount and the railway com- 
panies assumed the other one-fourth by reducing their guaranteed 
return to that extent, ae described above. . All subsequent advances 
in wages have been assumed by the government. There has been 
no general advance in freight rates during the war. In 1913 there 
was an increase of approximately 4 per cent, which it is said became 
operative at a somewhat later date. This was about the time the 
5 per cent was granted by the Interstate Commerce Commission on 
50 per cent of the traffic in the eastern district. 

There are certain essential differences in the method adopted 
in Great Britain and that coptemplated in the United States in con- 
nection with the taking over of the railroads. 

In Great Britain the dividends average much less than the divi- 
dends on railway stocks in this country. In Great Britain the aver- 
age surplus (as well as the typical surplus) is approximately one- 
half of 1 per cent. In the United States the average sutplus above 
dividends for the year ending June 30, 1917, was approximately 4 
percent. In other words, the surplus in the United States is &pprox- 
imately eight times as great as the surplus in Great. Britain. The 
guaranty of the net income for. 1913 in Great Britain with the sub- 
sequent modification that was adopted was not even sufficient to 
insure tho payment of dividends on the principal railroads of the 
country. We here present an extract from a statement compiled 
by the Legislative Reference Department of the Congressional 
Library, the document being prepared by Mr. Gilbert Hirsch. 


: 

Before the terms were made public, a report had got out that the basis of 
compensation was to be a government guarantee of the existing dividend. The 
Investors, Review had it that the dividend average for the three preceding years 
was to be the basis of this guarantee.’ 

Even after the terms became known, it was popularly assumed that they 
involved a guarantee that the government would give the railway shareholders 
every existing dividend.” The Railway News stated, shortly after the announce- 


N 


2 September 19, 1914, p. 319. 
3 Mr. Healy in the House of Commons, May 3, 1917, 98 H. C. Deb., pp. 
564-565, 
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ment! that shareholders would get dividends at rates approximately equal to 
those of 1913. And the Economist declared, over a year later* that dividends are 
more or less guaranteed under the arrangement with the government. There has, 
however, been some falling off in the dividend rate during the war.® 

The following statistics have been prepared by James H. Oli- 
phant & Co., of New York, and show the gituation on nine of the 
leading railroads in Great Britain. ` 


Wan-tme Divinomnps or Berrsa RAILWAYS 


[There follows a selected list of the common or ordinary stocks of several of the moet important 
British railways, together with their dividend records, 1918 to 1916, inclusive.!] 
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(From Wars Effect on Britleh Securities, James H., Oliphant & Co., New York, p. 25.) 


' Tn the United States, however, we find the guaranteed net in- 
come, after the payment of all interest charges, will very much 
more than insure the payment of dividends and a large surplus for 
all the principal railroads of the nation. 

The guaranteed return for the reilroads in the United States, 
not in toto, but in proportion to the capitalization outstanding, is ap- 
proximately $250,000,000 greater than the return guaranteed to 
British railroads. l 


No -INCENTIVE FOR EFFICIENCY 


The gravest objection to the proposed legislation now pending 
in Congress is that it leaves practically no incentive for efficient 
operation. During this transition period we will have neither 

4 November 21, 1914, p. 683. 
t February 26, 1916, p. 398. 
* See below, sec. V, B, 2. 
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complete private control nor government control in actual practice. 
The government has the right of unlimited interference in operation, 
the companies retain the title to the properties, and their employes 
retain actual physical control of the operation of the plant. During 
this transition period it would be well if there were some strong incen- 
tive for efielent operation. Of course the spirit of patriotism and 
the desire to do one’s duty in times of either peace or war prompt the 
activities of practically all of us. And yet, it needs but a moment’s 
reflection to recall a very substantial difference in the attitude of the 
employes for & company at competitive points and at non-com- 
petitive points. The stimulus of greater financial reward needs no 
argument to support it; everybody recognizes it in practically 
every branch of human industry—except possibly in the ministry 
and even there the same human stimulus is used constantly. The 
magic wand of government operation may transform railroad stocks 
into government bonds, but it will not change railroad managers 
and engineers into angels; they are still human beings. 

The government will present this guaranteed return to the 
railway companies without any regard to the work that they may 
perform in the future. They get their 8 per cent or 50 per cent on 
their stock whether the service they render is poor, good or excellent. 
And the temptation to discredit government operation will be 
a powerful factor, although it may be followed unconsciously 
only. Š 

A suggested compromise might be made that the companies 
shall be guaranteed their usual interest and dividends, but that they 
shall have no surplus, except as they may earn it. This surplus 
should not be capitalized; but the value of improvements. to the 
property in order to sustain the full value of outstanding securities 
ia inestimable and is recognized by all practical railroad men. 


CAPITALIZING SURPLUS 


The measure now pending before Congress proposes to capital- 
ize the surplus earnings of railway companies. , The authors of this 
measure gre asking Congress to reverse a principle which has been 
adopted unanimously by the Interstate Commerce Commission, 
in & decision written by Mr. Secretary Franklin K. Lane, while he 
was a member of that tribunal. They are asking Congress to adopt 
into law a doctrine which Mr. Lane branded as unjust. 
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The authors of this measure are asking Congress to adopt into 
law a doctrine which two of the leading railroad presidents in 
the nation have stated on the witness stand would be ‘unfair to the 
publie. 

The railroad industry is peculiar among the enterprises of the 
country. By state statutes, acts of Congress and city ordinances 
we are constantly requiring railroads to build improvements which 
bring little or no additional revenue, such as elevated tracks, more 
ornamental depots, etc. They have asked us to help build these 
things which we require, by allowing them a large surplus over and 
above reasonable dividends, on condition that they will not capi- 
talize these surplus earnings. 

` Mr. Ripley, the president of the Santa Fé, testified under oath 
on the witness stand before the Interstate Commetce Commission 
in 1910 as follows: 


Mz. Lyon: But, take the condition of a road, we are assuming as the case 
where you have a dividend of $10,000,000 and you collect from the publie an 
additional $10,000,000, and that pays for ell necessary improvements demanded 
by that particular line of railway. 

Mz. Rey: Well, it might. 

M5. Lyon: I said assume that it would. 

Mr. Rretsy: Yes. i 

Mr. Lyon: Then in the future in determining the rate you would not con~ 
sider the value of that property acquired through the $10,000,000 taken from the 
public previously for that purpose? 

Mr. Rretey: No. 

Again referring to this money put into the property out of earnings Mr. Lyon 
asked: 

It is their money and they have invested it, and you would not expect any 
return upon it? ` 

To this Mr. Ripley again replied that he would not.” 


Mr. Willard, president of the Baltimore and Ohio, and chair- 
man of the committee representing the eastern railroads, testified 
under oath on the witness stand tefore the Interstate Commerce 
Commission in 1910 as follows: 


CowMISSIONER Lanm: None of your surplus should be capitalized, as I under- 
stand you to say? 

Mr. Waar: None of the surplus that has been spent so far on the Balti- 
more and Ohio has been capitalized and in my opinion it should not be; and when 
the surplus that I speak of—the 50 cents for each dollar that I speak of which 
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should be put in the property in each year—is spent, it should not in my opinion 
be capitalized. My thought is that at least that much money should be spent on 
the property each year to afford a proper basia of support for the existing securities. 


The Interstate Commerce Commission in their unanimous de- 
cision in the Advanced Rate Cases of 1911, stated, in the language 
of Mr. Secretary Franklin K. Lane, the following: 


There is no justification for the investment of surplus, if if is to have the effect 
of increasing the rates upon the shipper over thé original lines. ' If the theory is 
to be recognized that by increasing the value of their property, by putting back 
operating revenues into the property a carrier may as a legal right increase rates, 
then the shipper is worse off each time he pays a rate which yields a revenue over 
and above s reasonable return upon the original investment. 


This measure now pending, and which may become law, re- 
pudiates the doctrine which has been formally adopted by the Com- 
mission, with the approval of the leading railroad witnesses, in a 
case where that very proposition was squarely at issue, and in a 
case in which practically all the reilroads of the country were parties. 
The authors of this measure desire to make the shipper pay freight 
rates adequate to prevent any deficit under government operation, 
" and they desire to guarantee a refurn on all improvements whether 

^ built out of new money or out of earnings, whatever the source may 

be. If that principle is adcpted by Congress it will cost the 
consumers and producers of this nation almost $200,000,000 
. annually; and it wil be in defiance of what the Commission and 
the railroad officials themselves have said is just.’ 


_CoNOLUSION 


The railway companies retain title to their properties, and 
retain the actual control in practical operation. We protect the 


7 Senate Document, 618t Congress, pp. 79-80. 

8 Western Advanced Rate Case, 20 I. C. C. 307, 342. 

*In partial recognition of the principles discussed in this article it is now 
quite probable that Congress will peas two amendments to the measure as orig- 
inally proposed: (1) leaving final jurisdiction over rates with the Interstate 
Commerce Commission, and (2) providing that the compensation shall not be 
inereased in order to pay 2 return on improvements built out of surplus during 
the period of government operation. However, unless further amendmenta are 
adopted, the Commission will lose its power of suspending rates pending inves- 
tigation, the improvements built out of surplus during former years will be cap- 
italised, and the enormous earnings described in the text will be guaranteed by 
our government to this favored industry. 
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carriers from the effect on their revenues resulting from the diversion 
of traffic; but we also shield them from other hazards. If labor be- 
comes scarce, or wages exorbitant, it will not have any effect what- 
ever on the carriers’ revenues. If they need more money to put 
into the plant, we guarantee to furnish it. If repairs cannot be 
made, we furnish the money to do it later. 

If the carrier needs more high-priced materials, we furnish 
them, and at the same time preserve their net earnings, sacred and 
untouched, on that high plane they reached in the most prosperous 
three-year period they ever saw. Other industries do not get this 
protection. But the railroads are rich and powerful. They own 
80 much property everywhere and control so many newspapers and 
magazines. 

Other industries may feel the blighting effect of the war, and 
suffer—the railroads will be shielded from all that. With the 
mighty arm of the great government we select the railroad stock- 
holder from out of the masses of the people. We select this two- 
thirds of 1 per cent of our population and tell them that they shall 
go through this terrible ordeal of war absolutely harmless. Others 
may perish, but these rich powerful railroads shall continue to revel 
in the greatest prosperity they ever witnessed in all their history. ' 

By the fiat of government we will suddenly transform seven- 
teen thousand million dollars of railroad stocks and bonds into 
government bonds. Not only that, but we will capitalize all their 
surplus earnings, although the Supreme Court and the Interstate 
Commerce Commission, the two highest tribunals in the land, have 
refused to sanction such a doctrine. We are asked to capitalize 
the surplus of these railroads although Mr. Ripley of the Santa Fé, 
and Mr. Willard of the Baltimore and Ohio, on the witness stand 
under oath, stated that they should not be capitalized. 

Brave, true, noble patriote—willing to sacrifice their time and 
their property, providing of course that they get more for it than 
ever before. What an inspiring spectacle to give the rest of the 
country! And what a noble, happy thought it was to select the 
railroads at this time of trial and sacrifice to inspire us with patriot- 
ism. The cold chill that will go out among our people when these 
facts are really known will be something alarming. Such short- 
sighted policies as these will but hasten the day of reckoning for 
American railroads. 
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In dealing with these questions of large moment, we must have 
a care for we are adopting principles that will control the operation 
' of the second greatest industry in the nation during the most eritical 
time in our history, except only for the period of the Civil War. 
And these conclusions that we reach will have a profound effect on 
any subsequent purchase or regulation of these vast properties. 
This is not a time for the abandonment of those principles which 
we have found to be wise and just. In venturing out into the new 
and the unknown it is well to eling close to the wisdom acquired by 
the slow process of the experiance of the past. In that way, and 
that way alone, can true prog-ess be accomplished ‘and justice be 
rendered to all parties. 


RAILROAD SECURITY ISSUES UNDER GOVERNMENT 
OPERATION 


By THomas Conway, JR., Pa.D. 


Railroad securities make up a large part of the assets of banks, 
life insurance companies, of the investments of trust estates and 
private individuals. The securities of our railroads, until the out- 
break of the European War, were held in large amounts by foreign 
owners. As a result of the liquidation of these European holdings; 
the attitude of the Interstate Commerce Commission and other 
regulatory bodies towards the railroad rate problem; and the liq- 
uidation of railroad securities by American investors desiring to 
escape heavy war taxes by shifting their investments to govern- 
ment bonds, the tendency of the market price of railroad stocks and 
bonds within recent months has been generally downward. This 
unfavorable movement has been very pronounced since the fall of 
1916, the culmination being reached in November and December, 
1917, when the prices of many standard railroad issues were below 
those prevailing in the panic days of 1907. 

This decline in railroad security values occurred in a period of — 
unparalleled traffic. The railroads were overwhelmed with busi- 
ness. It was evident that one of the weak links in the chain of 
American preparedness was the insufficiency of equipment and 
terminal facilities on the part of most railroads, notably those in 
the East. 

With the flotation of the second Liberty Loan, the marketing 
of new security issues by private corporations and the refunding of 
maturing issues became a grave problem. The government was 
sucking up all of the available investment funds, leaving nothing 
for the private corporation. For years, our railroads have followed 
the practice of issuing short time notes,—a hand-to-mouth method 
of borrowing which many prophesied would sooner or later lead to 
disaster. According to estimates which have been prepared by Mr. 
McAdoo, some $265,000,000 of railroad securities mature and re- 
quire refinancing in the calendar year 1918. Private bankers were 
unwilling to undertake large commitments for such purposes under 
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existing conditions. The failure to refund maturing issues meant 
an epidemic of railroad receiverships. 


GOVERNMENT PLANS or RAILROAD FINANCE 


The.railroad problem thus became one of the grave issues con-. 
fronting the government, the satisfactory solution of which was 
necessary if the gigantic preparations of the nation were to go for- 
ward satisfactorily. Prompted by the three motives of ending’ the 
traffic paralysis, taking care of necessary refinancing, and of pro- 
viding the funds urgently required to extend the facilities of the car- 
riers in order to handle the enormous volume of business which they 
were called upon to move, the President, on December 26, 1917, 
, issued &' proclamation taking over the control and general manage- 
ment of the railroads. In his proclamation, the President outlined 
in general terms the financial arrangement which he believed to be _ 
equitable. Concerning this matter, he said: 


While the present authority of the executive suffices for all purposes of admin- 
istration, and while of course all private interests must for the present give way 
to the public necessity, it is, I am sure you will agree with me, right and necessary 
that the owners and creditors of the railways, the holders of their stocks and bonds, 
should receive from the government an unqualified guarantee that their properties 
will be maintained throughout the period of federal control in as good repair and 
a8 complete equipment as at present, and that the several roads will receive under 
federal management such compensation as is equitable and just alike to their 
owners and to the general public. I would suggest the average net railway opera- 
ting income of the three years ending June 30, 1917. I earnestly recommend that 
these guarantees be given by appropriate legislation, and given as promptly aa 
circumstances permit. 

I need not point out the essential justice of such guarantees and their great 
influence and significance as elements in the present financial and industrial situa~ 
tion of the country. Indeed, one of the strang arguments for assuming control of 
the railroads at this time is the financial argument. It is necessary that the values 
of railway securities should be justly and fairly protested and that the large, finan- 
cial operations every year necessary in connection with the maintenance, opera- 
tion and development of the roads should, during the period of the war, be wisely 
related to the financial operations of the government. Our first duty is, of course, 
to conserve the common interest and the common safety and to make certain that 
nothing stands in the way of the successful prosecution of the great war for liberty 
and justice; but it is also an obligation of public conscience and of public honor 
"that the private interests we disturb should be kept safe from unjust injury, and 
it is of the utmost consequence to the government itself that all great financial 
operations should be stabilized and coórdinated with the financial operations of 
the government. 
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No borrowing should run athwart the borrowings of the federal treasury, and 
no fundamantal industrial values should anywhere be unnecessarily impaired. In 
the hands of many thousands of small investors in the country, as well as in na- 
tional banks, in insurance companies, in savings banks, in trust companies, in 
financial agencies of every kind, railway securities, the sum total of which runs up 
to some ten or eleven thousand millions, constitute a vital part of the structure 
of credit, and the unquestioned solidity of that structure must be maintained. 


Almost simultaneously, the administration caused to be intro- 
duced in Congress a bill carrying out the general policy outlined. 
The bill provided that during the period of federal control, each rail- 
road should receive— 


as its just compensation an income at an annual rate equivalent as nearly as may 
be to ita average net railway operating income for the three years ending June 30, 
1917 (called herein standard return); said net railway operating income for the 
purposes o? this act shall, as to carriers making returns to the Interstate Com- 
merce Commission, be computed from such returns, excluding, however, debits 
and credits arising from the accounts called in the monthly returns leased road 
rents and miscellaneous rents: Provided, however, That no federal taxes in excess 
of taxes assessed during the year ending June 30, 1917, shall be charged against 
revenue in computing such standard return. Any net railway operating income 
in excess of such standard return shall be the property of the United States. The 
amount of such standard return as accruing during said period of three years shall 
be determined by the Interstate Commerce Commission, and the certificate of 
said commission as to the amount of said net railway operating income shall, for 
the purpose of such agreement and guaranty, be taken as final and conclusive. 

During the period of such federal control adequate depreciation and main- 
tenance of zhe properties of the carriers shall be included as & part of the operating 
expenses or provided through a reserve fund, in accordance with such principles 
and rules a3 shall be determined by the President. 


In ease of a dispute as to what constituted “the average net 
. railway operating'income" of a railroad, the matter should first be 
referred to a board of three auditors, appointed by the Interstate 
Commerce Commission, which, after a full hearing, should report 
to the President the amount due the carrier as just compensation. 
The bill further provided that in the event of the failure of the car- 
rier and the government representatives to agree upon proper com- 
pensation, appeal could be taken by the carrier to the Court of 
Claims, and that pending the decision of that court, the govern- 
ment should pay to the carrier an amount not exceeding 90 per cent 
of such standard return, the balance due, if any, as determined by 
the Court, to bear 6 per cent interest during the period required for 
the adjudication of the matter. 
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. Additions and improvements made to a railroad while under 
federal control out of the capital or surplus of the carrier are to re- 
ceive a return “reckoned at a rate percentum to be fixed by the 
President” upon the cost of such additions and improvements. 
Additions and improvements made out of funds advanced by the 
government are to entitle the carrier to an additional allowance in 
its earnings “equal to the rate accruing to the United States” upon 
any advances, thereby enabling the carrier to make payment to the 
government without encroaching on its own share. The adminis- 
tration bill further provides that: 


no carrier, while under federal control, without the prior approval of the President, 
may deolare or pay any dividends in excess of ita regular rate of dividend during 
the three years ended June 30, 1917, provided, however, that such carriers as have 
paid no regular dividends or no dividends during said period may, with the prior 
approval of the President, pay dividends at such rate as the President may 
determine. 


The Act makes provision for the issue and sale of railroad secur- 
ities during the period af government control. Section 7 provides: 


That for the purpose of providing funds requisite for maturing obligations or 
for other legal proper expenditures, or for reorganizing railroads in receivership, 
carriers may, during the period of federal control, issue such bonds, notes, eduip- 
ment trust certificates, stock and other forms of securities, secured or unsecured 
by mortgage, as the President may approve as consistent with the public interest. 
`- The President may purchase for the United States all or any part of such securities 
at prices not exceeding par, and may gell such securities whenever in his judgment 
it is desirable at prices not lesa than the cost thereof; any sums available from the 
revolving fund provided in sestion six may be used for such purchases. 

At this time, when only the broad outlines of the President's 
plan have been sketchéd in and the administration bill has not 
emerged from committee, much less received final action in either 
house, it is impossible to indicate with any degree of exactness the ` 
resultant effects upon the carriers. Presuming, however, that the 
general plan recommended by the President is adopted by Congress 
and that the intentions of the administration are accurately reflected 
by Director General McAdoo’s testimony before the Congressional 
committees, a general estimate can be made of the effect of govern- 
ment control during the war. A 
- A Director General McAdoo, in testifying before the House Com- 
mittee on Interstate Cómmerce, explained the close connection 
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between financing the railroads and the successful financing of the 
needs of the government. He said: 


Over and above the deficit and other measures nòw before Congress, the 
government faces the necessity af raising $10,000,000,000 between now and June. 
With our financial situation as it is now—uncertainty largely prevailing—we can 
do nothing. Our savings banks, investment concerns, and other fiduciary insti- 
tutions hold $4,000,000,000 of railroad securities. So long as these institutions 
are uncertain as to the status of the securities they hold, what income they will 
get, and what the future holds for their interest and dividends, they are in no 
position to buy the bonds which we must offer. 


At an earlier hearing, he explained that government control was 
inevitable for two reasons, because: 


It was apparent that under private management close codrdination of facili- 
ties could not be effected, because each of the roads naturally was seeking to get 
all the business it could. Only under government control could this codrdination 
be achieved. It was also necessary to stabilize, or clarify, the financial situation. 
There are $4,000,000,000 of railroad securities held by banks, trust companies, and 
fiduciary institutions throughout the country. These form a considerable portion 
of the country’s basis of credit. Under existing conditions the shrinking in value 
of these securities created a serious situation. 


Mr. McAdoo also seid, “I don’t believe a very great sum 
comparatively will be needed for financing the roads.” In com- 
menting upon railroad obligations maturing in 1918, he said “I ex- 
pect the railroads to take care of those obligations themselves either 
through re-issue or some cther method.”’ 

In detailing the needs of the railroads before the House Com- 
mittee, Mr. McAdoo stated that the necessity for the $500,000,000 
fund proposed in the bill was due in part to need of maintaining and 
improving the roads and :n aiding those in a weak oredit position. 
Asked what sum total the government might finally expend in this 
manner, he submitied the following figures on the roads’ own 
expenditures for the las; five years: 1912, $477,000,000; 1913, 
$600,000,000; 1914, $550,200,000; 1915, $263,000,000; 1916, $281,- 
000,000. | 

Mr. McAdoo added shat he thought the $500,000,000 should 
be regarded 88 & one-year appropriation, and that if government 
control should last longer similar sums might have to be asked of 
Congress periodically. Ee hoped to add to this sum by the profits 
which the government, by ened operation and other economies 
might effect. 


r” 
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With respect to maturities, he said: 


I hope the railroads, aided by tae government guarantee, will be able to take 
care of their own. If it should be required, government aid should be given 
wherever it is necessary to protect the credit position of roads taken over. I 
assume & first-rate railroad bond, guaranteed as it is by the government, should 
easily be refunded. ‘The great needs of the government are such at any rate that 
all bond flotaticns necessarily will have to be conducted with the approval of the 
national Treasury. 


The response of the market to the President’s action showed 
unmistakably the dread and anxiety which had filled the minds of 
investors in railroad securities. "There was a sharp rise in practically 
every stock. In the three stock market sessions following the Presi- 
dent’s announcement, there occurred an advance of more than one- 
half billion dollars in the market values of the stocks of seventy- 
eight railroads. Since that time there has been a gradual decline 
in railroad stock quotations so that by the close of January, 1918, 
a considerable part of the sharp advance had been offset in many 
cases, 


EFFECTS OF THE GOVERNMENT PLAN OF RAILROAD FINANCE 


In advance of the final enactment of a bill carrying out the 
President’s pian for control of the railroads, it is impossible to do 
more than estimate the effect of government control during the war 
upon railroad securities upon the basis of the administration’s pro- 
posal. There is some dispute as to exactly what return is con- 
templated. In the first place, the item “net railway operating in- 
come” as used in the proposed act, appears nowhere in the reports 
of the Interstate Commerce Commission. In other words, it is 
necessary to calculate the sum contemplated from the returns as 
published. Again, the Interstate Commerce Commission’s official 
figures for the fiscal year ended June 30, 1917, are not as yet avail- 
able. The estimates of the Bureau of Railway Economics and the 
Interstate Commerce Commission’s experts vary considerably as 
to the return which will be shown when complete figures are at hand: 
The Interstate Commerce Commission’s statement as to what the 
President's plan contemplates, including its estimate of net railway 


operating income, for the fiscal year ended June 30, 1917, is as 


follows: 
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Year ended Net Railway Investment in Road ani Ratlo of Earnings 

June 30 Operating Income Epuipment—Book Valve to Investment— 
1915 $683,104,833 $16,499,124,401 4.14% 
1916 984,872,959 16,872,873,900 5.84% 
1917 1,020,800,000 17,250,000,000 5.91% 


The Commission estimates the-three year average to be 5.31 per 
cent. 

The Bureau of Railway Economics disputes the conclusions of 
the Commission, alleging that it has more accurate figures than the 
Commission for the fiscal year ended June 30, 1917, and that by 
using these figures it finds that the average return would be only 
,5.22 per cent. An examination of the conclusions of the Commis- 
sion and of the Bureau shows that the former was estimating on 
95.87 per cent of all mileage while the Bureau’s estimates covered 
approximately 86 per cent of the mileage. 

Objections to the plan proposed by the President concern indi- 
vidual companies rather than general equities, with the exception 
of the general objection of the carriers that the year 1915 was the 
worst year that they had experienced in fifteen years, and that an 
average made up by the inclusion of this year with two average 
years was not fair to them, and does not adequately reflect the earn- 
ing power of the railroads. The reply is made to this objection that 
the years ended June 30, 1916 and 1917 were unusually good and 
that in any event war times are abnormal times, and under such 
conditions the railroads cannot expect a guarantee of a rate of re- 
turn equal to that which the properties might earn under peace 
conditions. 

The second objection is, that the President’s plan is most un- 
just to the speculative stocks and to stocks of recently reorganized 
companies. The Missouri Pacific, for example, has recently passed 
through a drastic reorganization in which a large amount of money 
was raised through a heavy assessment on the stockholders, whose 
subscriptions were based upon the reasonable assumption that they 
would receive a dividend almost immediately. because of the fact 
that the receiver put a large part of the earnings of the property into 
rehabilitation work, the returns shown for the vears 1915 and 1916 
were very poor, although as & matter of fact the company's earning 
power had been quite satisfactory. This rehabilitation program is 
practically completed, and it is argued that the road has a. demon- 


118 THE ANNALS OF THE ÁMERICAN ACADEMY 


strated earning power much beyond the amount which would be 
guaranteed under the President's plan. The stockholders, how- 
ever, cannot share in these earnings because of the large amount 
which' was invested in the road in two of the three years selected as 
the basis of calculating the guarantee. It is contended that for 
similar reasons the Pittsburg & West Virginia, the Western Mary- 
land, the Pere Marquette and the St. Louis-San Francisco railroads 
will not receiye anything like an adequate return under the Presi- 
dent’s plan. 

On the whole, however, the guarantee tremendously strengthens 
the financial position of the railways. While injustice may be 
shown in & iew cases, yet the amounts which the government guar- 
antees most of the railroad systems are sufficient to enable them to 
pay their fixed charges. In most cases the balance remaining is 
considerably in excess of the dividend payments which have been 
made in the last three years. 

It should be emphasized that the government des not guar- 
antee the payment of dividends. The President's plan merely 
guarantees to the corporation a certain income, which will be dis- 
bursed in aecordance with the contracts heretofore entered into by 
the corporation, and actions taken from time to time by the boards 
of directors. The directors of a railroad can at any time suspend 
dividends in case they feel that the money should be invested in the 
property, or if for any reason it seems advisable to conserve re- 
sources. The government does not guarantee dividends, but the 
practical certainty that with the government’s aid new capital re- 
quirements can be financed makes it likely that dividends hereto- 
fore paid will be continued in most cases. 

The President’s plan will doubtless accomplish the two great 
aims which he had in mind. It will take care of the problem of re- 
funding the $265,000,000 of security issues falling due in 1918 and 
‘the maturities in subsequent years, in case the war continues. It 
also makes possible control over railroad financing so as to avoid 
any conflict with the government’s plans. Above all, a method is 
provided by which the railroads can secure whatever additional 
money is necessary during the period of the war for the purchase of 
equipmen: and the extention of facilities. 


} 
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THE GOVERNMENT PLAN NOT A PERMANENT SOLUTION 


The President’s plan in no sense constitutes a permanent solu- 
tion of the so-called railroad question from the security holders’ 
point of view. It merely preserves the integrity of railroad invest- 
ments during the period of the war. It does not carry assurance 
that present prices of railroad securities will be maintained. Im fact, 
it would appear that any general appreciation in the prices of divi- 
dend-paying railroad stocks and bonds, above the figures prevailing 
in the latter part of January, 1918, is hardly to be anticipated, until 
the conclusion of peace begins to be discounted. It is true that the 
government’s guarantee makes the dividend and interest on railroad 
securities especially secure, but with standard stock issues selling on 
a 54 to 6% per cent basis and with railroad bonds of the higher grade 
yielding from 5 to 6 per cent at present prices, the likelihood of 
further large advances is not very great. So long as the war con- 
tinues, competition by the government for investment funds will 
become increasingly insistent. The consequent strain on credit will 
tend to increase rather than ease up, with the result that investors 
will demand even a higher yield than now prevails on taxable securi- 
ties. If the war should last for a number of years taxes will almost 
certainly increase, with the result that high class taxable invest- 
ments will suffer by comparison with tax-free government bonds. 
It must also be remembered that in so far as ths security holder is 
concerned, the earning power of the railroads during the period of 
the war has to a large extent become fixed. Increased earnings will 
not mean increased dividends, for it is probable that Congress and 
the Administration will take the view that the companies’ share 
of excess earnings should go into extensions. ‘The great uncertain 
element is, of course, the duration of the war, and the extent to 
which the present situation as regards earning power and methods 
of operation will be changed before the end is reached. It is fur- 
thermore uncertain at the time this article 18 written, exactly when 
the government will return the operation of the railroads to their 
owners. It appears probable, however, that they will be returned 
within a few months after the conclusion of peace. 

The real problem of the railroad security holder concerns his 
status after his property is returned to him. The old problems of 
high operating costs and fixed rates; the unwillingness of regulatory 
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commissions to advance rates; the failure on their part to realize. 
that capital has been gradually forsaking the railroad field, because 
an attractive return was not offered, must all be faced again. The 
situation will be aggravated by the practical certainty of high post- 
war income taxes, which will cause the investor to demand an ad- 
dition to his rate of return, offsetting at least in part the taxes which 
he must bear. The most serious element in the situation from the 
investor’s standpoint, is the problem of readjusting railroad wages 
to a peace basis. It is evident that the administration intends to 
have no quarrel with the railroad brotherhoods, which means sub- 
stantial increases in wages. The possibility of reducing wages when 
living costs decrease after the conclusion of the war, are not at all 
clear. If it proves impossible to reduce labor costs, the outlook for 
the railroad security holder upon the return of peace is not very en- 
eouraging, particularly when the time is reached—as it must be 
‘reached—for a general economie readjustment with & consequent 
reduction in traffic and in operating revenues.- The political signif- 
icance of a general increase in rates while the roads are under gov- 
“ernment control would be so profound as to cause every expedient 
to be. used to avoid taking this step. Whatever economies can be 
effected through centralized contral and unified operation will offset 
in part the higher wages which the Director General will without 
doubt authorize. Mr. McAdoo, moreover, has indicated that he 
- expects to use the $500,000,000 appropriation contemplated by the 
administration bill to constitute the so-called “revolving fund” to 
meet, among other things, any operating deficiency which may arise. 

It is very possible, therefore, that the roads may be returned to 
their owners operating on a deficit under unified control and with 
the probability of still larger deficits under individual control. The 
significance of the wage problem as once assumes its true proportion 
when this contingency is kept in mind. The future of railway in- 
vestments, therefore, depends upon the breadth of vision and cour- 
age shown by the Interstate Commerce Commission and the state 
commissions in adjusting rates from time to time 80 as to assure a 
fair return and adequate protection to the security holder. 
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STATUS OF EXISTING RAILROAD LAWS AND REGULA- 
TIVE AGENCIES UNDER FEDERAL CONTROL 


By Epvaar WATKINS 


The regulation of railroads may for the purposes of this dis- 
cussion be divided into two categories. These are, the regulations 
tending to promote competition among railroads and those pre- 
scribing a price to be paid for a service. 

The orders of the Director General which in effect suspend the 
anti-pooling section of the Act to Regulate Commerce and the right 
of the railroads to protection against short hauling, which take from 
shippers their statutory right to route their freight and which limit 
the right of the carriers to make traffic agreements, fall in the first 
category and suspend statutes inconsistent with the full utilization 
by the government of the property taken over. These statutes may 
be considered as repealed for the time being by clear intendment of 
Congress. Accounting rules, the discharge of employes and the issu- 
ance of passes, within the terms of the law, are but incidents of pos- 
session and use, and freight embargoes are frequently enforced by 
railroads privately owned. Demurrage charges end regulations are 
not primarily intended to obtain revenue but to facilitate transpor- 
tation by the prompt release of cars. If the demurrage charge is 
small a shipper may be slow to release his car, while a high rate of 
demurrage stimulates the expeditious loading and unloading of cars. 
It follows, therefore, that the Director General was effecting a greater 
utilization of “material and equipment" for “purposes connected 
with the emergency," when he obtained an increase of the demur- 
rage rates. ; 

What has been done was clearly authorized by the act of Con- 
gress under which the Director General was appointed, and he prob- 
ably could have made effective the demurrage rules without the in- 
terposition of the Interstate Commerce Commission. 

Similarly there could be no reasonable question of his authority 
to make rules and regulations as to methods of packing, loading 
and stowing shipments, and of otherwise protecting and conserv- 
ing those commodities required by the exigencies of the present 
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situation. Thus he may say, as the Food Administrator has stated 
in advertisements, that flimsy boxes should not be used as containers 
for the transportation of food products. Passenger travel might 
be curtailed, because to do so would leave available more equip- 
ment for the transportation of commodities necessary to, supply 
the publie wants. 

The provisions of sections 2 and 3 of the Act to Regulate Com- 
merce, which prohibit discriminations and preferences, remain in 
force, except preferences may be given as stated in the act relied 
on by the President and quoted above. Similar but less liberal 
governmental preferences were given by the Hepburn amendment 
of June 29, 1906. 

The skipper’s right to a reascnable rate, to allowances for serv- 
ices and instrumentalities furnished, to reparation for damages suf- 
fered and to protection against an "increased rate, fare, charge or 
classification" until "after approval thereof has been secured from 
the commission, " ! are not inconsistent with the purposes for which 
the President was authorized to take possession of the railroads. 

These rights of shippers to a fair equality among themselves, 
to reasonable charges, to allowances in proper cases and to free- 
dom from rate increases without prior approval by the Interstate 
Commerce Commission are in the second category; and being en- 

‘tirely consistent with the purposes for which the President was au- 
thorized to seize the railroads stil. exist, and it seems clear that Con- 
gress has not as yet given the President power to issue all kinds of 
orders which “shall have paramount authority.” 

, The shipper’s rights are subordinate to the needs of the govern- 
ment in connection with the transportation of all persons and com- 
modities ‘used or necessary to the conduct of the war, and to the 
authority of the President to utilize the railroads for “such other 
purposes connected with the emergency (created by the war) as 
may be needful or desirable." “Needful” and “desirable” give 
the Presicent a discretionery power of wide scope, but such power 
is the power of utilization of the railroads. If the utilization for 
the purposes named or for purposes connected with the present 

1 Act of August 9, 1917, amending sec. 15 of the Act to Regulate Commerce. 
It will be nated that this act was passed nearly a year after the approval of the act 
under which the director of railroads obtains his power: and that the President 
seized the roads under authority of a section of an appropriation act passed nearly 
eight months before Congress declared the existance of a state of war. 
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emergency and deemed needful or desirable exclude any shipper 
from the use of the railroads, the statutory power has not been ex- 
ceeded. If, however, the shipper be not so excluded from such use, 
the use he receives, limited only by the governmental exigencies, 
must be on the terms prescribed in the acts to regulate commerce 
and not on different terms ordered by the Director General. 

While the President gives “paramount authority " to the orders 
of the Director, he means of necessity orders authorized by the act 
of August 29, 1916, and not orders which would fix charges differ- 
-ent from those found reasonable by the Interstate Commerce Com- 
mission. 

Congress has under consideration bills fixing more definitely 
"the powers to be exercised by the President. The authority to 
prescribe rates and to make regulations not directly affecting the 
utilization of equipment, may, in the discretion of Congress, be 
left with the several commissions; but it may well be argued that a 
tribunal like the Interstate Commerce Commission composed of 
nine men cannot act with that promptness demanded by the exi- 
gencies arising out of our participation in a great war. 

The Interstate Commerce Commission exercises legislative, 
judicial and administrative functions. It also debates like a legis- 
lative body, and delays like judicial tribunals. Its administrative 
functions can best be left to one man; but its rate making, or legis- 
lative function, and its rate judging, or judicial function, will be, 
if retained, given greater consideration, although not necessarily 
with more correct conclusions, than if committed to any executive. 

Rate making as between the private owner and the shipper is 
unquestionably a legislative act. There is forze in the argument 
that since the government is the possessor and user of the railroads 
the charges to be exacted may be prescribed as mere administrative 
acts. This question is academic as the Congress is proposing legis- 
lation which it may lawfully enact, whether or not there exists a 
difference in power because of the ownership being private or public. 

It is proposed in the pending legislation to specify where the 
authority ;o make rates shall lie. The argument is made that un- 
less the power is given the Director General to take any action con- 
cerning either operation or charge that he may deem needful and 
proper, he will be unable effectually to meet the public exigency. 
By others the argument is pressed on the committees of Congress ~ 
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that to give so great a power to one man is dangerous and that if 
Congress should give such jurisdiction to the Director General it 
would be shirking its eee obligations by delegating legis- 
lative powers. 

Congress cannot dilesats: its legislative authority. It can, 
however, prescribe a general rule leaving to a delegated person or 
tribunal to determine when particular facts bring a rate, practice 
or regulation within the rule. This Congress did when it created 
the Interstate Commerce Commission, which, when first created, 
' was but part of the Department of the Interior. That the Com- 
mission was composed first of five, later of seven and now of nine 
men, does not change the rule. 

The number of men entrusted with power has no relevancy to ` 
the legal right to make the appointment of the agency, and one 
director general can be given all the powers that have been or may 
be given nine commissioners. 

When cifferent agencies have jurisdiction, however carefully 
delimited, over the same subject matter, there will of necessity arise 
unforseeen situations presenting questions, difficult of solution, 
as to which agency has authority. No general line of demarkation 
of separate authority can make provision for the infinite situations 
which may from time to time arise. In the present hour of supreme 
need for prompt and decisive action, there should be one agency 
with “paramount authority.” The ordinary commissions may, in 
subordination to this agency, be utilized; and, when speed is not 
necessary, these commissions may be left to hear, discuss and 
recommend. 








HAS THE IMPORTANCE OF FEDERAL VALUATION OF 
RAILROADS BEEN INCREASED OR LESSENED 
BY FEDERAL CONTROL OF OPERATION? 


By H. B. WHALING 


A report of the general secretary of the President's Conference 
Committee for the Federal Valuation of Railroads, dated December 
31, 1917, stated that up to June 30, 1917, the government had spent 
about $9,000,000 and the railways approximately $16,600,000 on 
valuation work since the passage of the Physical Valuation Act of 
March 1, 1913. 

Tentative valuations have been served on six carriers with & 
total mileage of 2,120 miles. Field and track inspection has been 
completed on 153 roads aggregating 61,333 miles; on 9 more roads 
totaling 44,017 miles this work is from 75 per cent to 100 per cent 
completed; it is from 50 per cent to 75 per cent finished on 9 addi- 
tional lines having a mileage of 36,970 miles; and it is started but less 
than half done on 186 roads comprising 186,834 miles. 

The field and track work is not the most difficult part of the 
undertaking. After the inventory is made the problem of valuation 
remains—vwhat unit prices, what deductions for depreciation, etc., 
almost ad infinivum. All in all, the work is probably about one- 
third completed. 

The question presented for discussion in this paper is—Does 
federal control of operation decrease or increase the importance of 
this great undertaking? This may best be answered by consider- 
ing the possible uses of a physical valuation of railways. 

A physical valuation may be used (1) to promote intelligent 
rate regulation, (2) to secure adequate supervision of securities 
issues, (3) to reach a just value in condemnation cases, and (4) to 
value non-»aying roads for purposes of taxation. 


PHYSICAL VALUATION AND RATES 


Intelligent control of railway rates presupposes a definite 
economic policy. Under private ownership and operation it is the 
purpose of owners to get as much as possible out of the public. 
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Rates are grossly discriminatory and generally extortionate. Under 
government regulation or government control it is intended to fix 
rates so as to shape the railway system to serve and promote the 
economie needs of the country. But what rate policy will accom- 
plish this end? 

The attempt to outline an economic Belios of rate fixation leads 
us immediately to the law of comparative costs—nations, communi- 
ties, persons should specialize in the production of those goods which 
they can produce relatively the cheapest. It is manifestly absurd 
for Iowa, for instance, to try to raise grapefruit or bananas when à 
it can engage more productively in wheat and corn growing. It is 
no less absurd, save in degree only, for any community to divert 
its capital and labor from the most productive pursuits to those less 
productive. If the principle of comparative costs is operative there 
is secured a maximum utilization of resources—human and natural. 
Conversely, anything taat interferes with the working out of this 
law induces an economic loss. 

It is clear that the railways are the arteries of trade and that 
upon the proper functioning of them depends the economic move- 
ment of goods from one community to another. If rates, in the 
aggregate, are too high, internal commerce is restricted, or what is 
the same thing, the law of comparative costs is prevented from freely 
working, with the resu t that communities are forced to produce 
goods which they could otherwise get less expensively in exchange 
and productive agents gre employed at less than the maximum ad- 
vantage. By a like sign, if rates in total are too low, not enough 
capital will flow into the railway business and internal commerce 
is diminished with a resultant economic loss. Also, if rates are 
" made too high to one community and too low to another the benefits 
of trade are destroyed, for if & community cannot ship goods out 
it cannot ship them in. "Thus extortionate rates, PORUACSODy rates 
and discriminatory rates are economically bad. 

The latier evil maz be remedied by applying the ee of 
joint cost to railway tar-fis: the two former give rise to the problem 
of valuation. It is this problem that involves the question of a 
physical valuation. To it attention is directed. 

It will hardly be questioned, I believe, that if competition pre- 
vails the law of comparative costs will Operate with the result that 
the maximum utilization of human and natural resources is achieved. 
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On the other hand, monopoly, by restricting the supply and by pre- 
venting the working out of the principle of compzrative costs, signi- 
fies an economic loss. If the monopoly is a natural one it cannot 
be prevented by regulation, but it may be so controlled, through 
. fixing its prices, as to secure the result, if not the fact, of competi- 
tion, and it is the result of normal competition that is desirable. 

Under competitive conditions it is ordinarily true that the value 

of a business equals the amount of capital invested init. . But other- 
wise, a competitive business can earn no more than a normal return 
on the capital actually invested in the enterprise. If we reverse 
the process in the case of monopoly and fix a price which allows to 
the monopoly no more than a normal return on investment we 
achieve the results of competition and secure the most productive 
use of economic agents. 

Railways, of course, are characteristically monopolistic. Con- 
sequent_y, it should be a tenet of regulative policy to fix rates so as 
to permit the accrual of a normal net return to investment equal to 
what could be had in competitive businesses of a similar degree of 
risk. ‘Lhis is a full application of the doctrine of somparative costs. 

The determination of investment without a physical valuation 
is inconceivable. Thus it becomes clear how important it is to have 
such a valuation. It is, of course, not contended that there are 
not intangible elements in valuation, but it is maintained that intel- 
ligent valuation and rate regulation are not possible without a phy- 
sical valuation. 

Since the aim of rate fixing is to fashion the railway system to 
serve economic welfare best, it can make no difference whether the 
government controls or only regulates the roads. Legal title would 
not change the nature of the economic problems involved. It is, 
therefore, patent that the recent action of the government in assum- 
ing control of operation, permanently or only temporarily, can have 
no effect on the importance of a physical valuation. From the point 
of view cf rates, it is neither more important nor less important that 
the task 5egun should be completed. 


PHYSICAL VALUATION AND SECURITIES 


Railway securities have afforded a most delectable field for fi- 
nancial manipulation. The Alton, the New Haven, the Rock Island 
and mary others are classic instances. In 1898 Alton stock was 
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selling well above par—the surpl.s of the road was approximately 
$7,000,000 and net earnings easily large enough to maintain 8 per 
cent dividends. Under the “able” leadership of Mr. Harriman, in 
seven years, the capitalization was expanded from $34,000,000 to 
$114,000,000 while property to the extent of only $18,000,000 was 
acquired. In essence, the sound credit and excellent reputation of 
the Alton, built up through years of conservative management, was 
overcapitalized and sold to an unsuspecting public. The New 
Haven paid reckless prices for steam and trolley lines in the effort to 
create a transportation monopoly in New England with the result 
that it was greatly overcapitalized and its stock fell from $200 to 
somewhere near $50. The Rock Island regularly paid dividends 
out of capital, failing to set aside enough to cover depreciation be- 
cause paying fancy prices to insiders for subsidiary lines. The re- 
gult—the once prosperous road was swamped, nay drowned, in water 
of the characteristic muddy financial sort. And so on we might 
extend the sickening list—but enough. 

In all this manipulation the public and the investor are inter- 
ested. If rates are allowed high enough to pay dividends on the 
watered stock they are extortionate and trade is restrained. If 
rates are made so as to allow a return on investment without regard 
to the outstanding securities, dividends cannot be paid thereon, 
the credit of the company suffers, funds for extensions cannot be 
had, adequate transportation facilities cannot be furnished, and 
trade is diminished. In both cases the public loses. Likewise, of 
course, the investor is mulcted out of his investment. 

Only the financial buccaneer gains. He should be made to dis- 
gorge in 80 far as possible—but it is high time that such manipula- 
tion be stopped and this can be done only by government super- 
vision or control of security issues. The government may, in the 
case of private operation, either authorize issues or enforce public- 
ity. The latter is probably preferable. 

Whichever method is adopted makes no difference in so far as 
physical valuation is concerned. Proper control of securities issues 
requires cound accounting and sound accounting is based on phy- 
sical valuation. It would not have been possible to pull off the Al- 
ton and other deals if the actual value of the property had been 
known and if the public had been informed of the disposition of the 
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proceeds of the securities sales. Physical valuation, sound account- 
ing, publicity,—here lies the remedy for financial troubles. 

It canmake no difference whether the government merely super- 
vises security issues, or takes over the roads permanently and issues 
its own securities, the financial problem is the same. Again, then, 
the necessity for having a physical valuation is not changed. 


PHYSICAL VALUATION AND CONDEMNATION 


It is, I believe, usually considered that physical valuation is 
essential to condemnation proceedings. This is true, but not in 
the sense generally meant. If the government fixes rates or per- 
mits rates which give & certain earning power and consequently 
establish a certain market value of the railway securities, it ought 
in & purchase case to pay a price for the railways Indicated by mar- 
ket value o? securities (averaged over a period of years, of course) 
and not by physical value. It may be true that there is an element 
of monopoly returns in the earnings, but securities have been issued 
thereon, and equities have been established which it is not just to 
disturb. It is possible to reach the desired end by a progressive 
income tax and by a still more progressive inheritance tax, the pro- 
ceeds of which may be used to amortize the securities representing 
the monopo.y element in return. However, it is tar from clear how 
pillaging the investor for the sake of the public is justifiable. But 
in the event that the road has been “skinned,” 2.¢., depreciation not 
taken care of, a physical valuation would be serviceable in condem- 
nation cases. This question always arises—hence condemnation 
cases require the use of such a value. 

In my estimation, the recent policy of the government in guar- 
anteeing the net earnings averaged for a period of years is sound 
economically. 


PrysicaL VALUATION AND TAXATION 


For purposes of taxation, value depends primarily upon net 
earnings, but for non-paying roads a ''dismembeced selling value" 
is useful. This contention rests on the theory that goods should 
be put to the most economic use and if one railway cannot use them 
gainfully they should still be taxed at the price another railway, or 
another business of any sort, will pay for them. 

- By way of summary it may be reiterated that a physical'valua- 
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_ tion is essential (1) to economic regulation of rates, (2) for the pro- 
` tection of investors, (3) in establishing a purchase price in certain 
cases, and (4) for the determination of a taxable value in the case 
of non-paying roads. With regard to the first two points espe- 
cially, economie policy rests on a physical valuation. If the govern- 
ment only regulates railways or if the government continues to op- 
erate them as a public business its policy cannot economically ba 
different, nor can it be successful without the means of determining 
investment, namely, a physical valuation. It is, therefore, reces- 
sary that the work now being don» under the direction of the Inter- 
state Commerce Commission go on to completion. 


" 


CONTROL OF RAILROADS AFTER THE WAR 
Henry A. PALMER 


It might be asked why it should be assumed that there will be 
or should be a change after the war in the plan of railroad control 
in effect before the war. In other words, in what manner has the 
war— hich has caused a temporary change to government opera- 
tion tc meet a serious emergency, but for thas emergency only— 
made it incumbent on the country to revise its method of regulating 
the common carriers? Most certainly it does not follow that, 
merely because there has been a change in methods to meet war 
conditions, there should be a permanent change. But just as cer- 
tainly it is true that the exigencies of war have emphasized some of 
the weaknesses in our methods of regulation and that it would be 
folly nct to cure them now that they have been so plainly exposed. 
And just as certainly it is true that the necessary war operation of 
the railroads by the government has demonstrated methods by 
which efficiency may be increased through their permanent applica- 
tion, and not to take advantage of this knowledge would be equally 
foolish. So, not as a natura! consequence, but merely because we 
have already learned many ways in which our handling of the trans- 
portation problem may be improved, and will doubtless learn many 
more be2ore the war is over, it does follow that after the war, when 
the railroads are returned as they should be to their owners, there 
must be some revision in the machinery by which they are regulated: 
this, both for their own benefit and that of the shipping public. 

No one ought to attempt to say now with any degree of exact- 
ness what the after-the-war method should be. We are going 
through a historic period in railroad regulation ard the experiment 
of government operation is as yet too new to justify any definite 
attempt at permanent application of the lessons learned—at least 
as long as there is so little prospect of an early end to the course of 
study. Whether we agree with what the government has done or 
not, it is done, and government operation will continue to the end 
of the war. We have all that time for observatian and considera- 
tion as to what should be done when peace comes. Within a cer- 
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tain definite period after the end of the war, government operation 
should cease and railroad control should automatically revert to the 
owners of the property. Then we should be. prepared to enact, 
within that period, well considered, thoroughly scientific railroad 
regulation legislation, based not only on what was known before the 
war, but also on what we have learned while the war was in progress. 


Orions REGARDING PUBLIC POLICY AFTER WAR 


If government operation of the railroads during the war for 
the purpose for which they were taken over is & success—as it ought 
to be and doubtless will be—there will be a great cry for government 
ownership. Already the preliminary notes have been heard. Of 
course, it does not at all follow that, because the government with the 
autocratic power given to the Director General of Railways in a war 
emergency can accomplish what the carriers themselves, hampered by 
law, and custom and regard for the rights and comforts of their pa- 
trons, as weil as for their own profits, could not accomplish, govern- 
ment ownership would be the proper nostrum. The arguments for 
and against such ownership are too well known to be entered into 
here. It is sufficient to say that the success of the government in 
accomplishing a war time task under war time powers at a cost of 
great sacrifice by commercial interests, would not be a legitimate 
added argument in its favor; while as an added argument against 
it is to be counted the fact that the government will hardly be in 
shape at the end of the war to assume such a huge financial burden. 

As to whether there shall be some permanent plan of govern- 
ment control or operation short of actual ownership but akin to the 
present wer plan, the question divides those who would put into 
effect a non-competitive system under government auspices from 
those who see no reason, because we have had a war, that the busi- 
ness methods of private ownership should not, in general, continue 
to govern. No one can dispute, of course, that if the government 
owned or controlled all the railroads and would work out and enforce 
an efficient plan, millions of dollars in duplicate salaries, duplicate 
trains, duplicate rents, duplicate service and facilities of all kinds 
could be saved. But they could also be saved if the government 
operated all the grocery stores, or all the coal mines, or all the 
churches. We may some time reach that Utopia but the time is 
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not yet, either through government ownership or any other form 
of peternalism. 


Nuepep RzxronMs IN RAILROAD REGULATION 


let us lay down, then, as the first general principle of the new 
system of regulation, that the railroads are to remain in private 
ownership, but with the added degree of government control that 
is necessary to the fair accomplishment of some of the reforms that 
seem to be wise. As the second, let us say that all laws that have 
hampered them in efficiency are to be repealed or amended so that, 
though injustice may not be done, the carriers will still be able to 
do things dictated by good business judgment which they are now 
prevented from doing. As the third, let us say that as far as possi- 
ble or wise, all things considered, the railroads shall be compelled 
by law to do the things that have been demonstrated as efficient 
for them to do but which, of their own will, they have refrained from 
domg. In other words, let the railroads continue to operate under 
the same general plan of private control and ownership as before the 
war, with more liberality toward them as to the things they are per- 
mitted to do and greater strictness as to things they are compelled 
to do—which carries with it the idea of greater powers in some regu- 
latory bodv, though those powers would be used for the carriers’ 
benefit as well as for the repression of any improper desires on their 
part. 

To start with, let us do away with the multiplicity of regulat- 
ing bod:es, the celebrated forty-nine masters, and center the regulat- 
ing power in one federal body, the Interstate Commerce Commis- 
sion. Let us do away with the state commissions as railway regu- 
lators except as they may continue to exercise mere police powers 
and, possibly, as they may continue to regulate railways that are 
purely intrastate. There are those who say this is not legally pos- 
sible but there are others who say it is. But so far as it is legally 
possible -t should be done and every effort should be made to deter- 
mine its legal possibility. It is ridiculous and highly productive 
of inefficiency and unfairness that, for instance, a train must have 
one kind of crew in one state and a different kind in another; or 
that the fare should be fixed at one rate in one state and at a dif- 
ferent rate in another, both, perhaps, varyingfrom the interstate rate. 
The railroads, whatever their paper form of organization or what- 
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ever the rights of states to regulate them, are a national system =n 
reality and in so far as they are not permitted or compelled to oper- 
ate as such they must fall short in efficiency. 

It is true that this doctrine is shocking to some as an attempt 
to invade the sanctity of so-called state rights. But there is noth- 
ing sacred about the theory of state rights or any other political 
theory. If it does not hold water it should be cast aside. And, 
besides, there are those of no small ability and legal lore who hold 
that the doctrine of state rights is not incompatible with centralized 
federal regulation of railroads—indeed, that the two go hand in 
hand in that she real and highest right of a state is to be protected 
from discrimination by reason of the act of another state. These 
are questions for the lawyers, but they should be threshed out with 
a view to constructing an efficient system. 

There must be a more definite government policy with respect 
to the revenue railroads are allowed to earn. As things are now, 
the Interstate Commerce Commission regulates rates—and the 
rate regulating power should remain in that body, war or no war— 
but there is always dispute and never certainty as to just how far 
the Commission may use its judgment in deciding whether the rave- 
nues of the carriers are sufficient. The inclination, in the absence 
of a definite declaration by Congress on the subject, isto confine 
consideration to the questions of reasonableness and discrimina- 
tion. There should, perhaps, be fixed a minimum net return. 

Even with such a provision we should be confronted by the 
vexed question of whether a certain general increase, whick the 
weak roads need, should be allowed when it would swell the revenue 
of the more prosperous roads to unreasonable proportions. This 
brings us to the subject of the pooling of traffic and revenues, now 
illegal. Tt should be made legal, within certain limits. The stock- 
holders of a given road should have reasonable assurance that, so 
long as the road was properly operated and necessary at all in the 
scheme of things, it would earn for them no less than a certain per- 
centage of return. It might earn as much more as good manage- 
ment and general conditions warranted. Such a plan, to be sure, 
unless carefully worked out, might provide for the prosperous con- 
tinuance of a road that really had no reason for living or for making 
money out of its existence. There would have to be goverament 
participation in deciding whether a given road should share in the 
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promise of minimum return, and that power of participation would 
have to be wisely exercised. The strict rule of the survival of the fit- 
test car not be applied to the railroad situation for the reason that we 
have to take things as they are and not as they might be if we could 
start from nothing to build a new transportation scheme. Com- 
munities and businesses have grown up on the basis of the present 
system. They cannot be wiped out in the effort for absolute effi- 
ciency. The best that may be done is to empower an able com- 
mission to handle the situation with due regard for all existing 
interests to the end that necessary roads may not perish for lack of 
revenue but that those more fortunately situated may contribute 
somewLat of their prosperity. Doubtless repeal of the anti-pooling 
laws would accomplish all that is desired if the repealing act were 
accompanied by wise legislation safeguarding allinterests. The first 
essential is to determine the policy. If it be the policy to enable our 
present railroads to continue to exist, and that by means of some 
plan which shall operate to distribute profits somewhat more equit- 
ably, and at the same time bring greater facility in the handling of 
the country’s business by the pooling of traffic, then the rest is com- 
paratively easy, a matter of detail. Such a plan would not be solely 
nor even chiefly for the benefit of the carriers. The shipping public 
would profit. Rates would probably be no higher than they other- 
wise would be and service would be better. 


PoornriNa or FACILITIES 


The pooling, or common use, of railroad facilities is already 
legal and was tried even before the government took over the roads 
with some degree of success by the eastern carriers. It should be 
made compulsory, within proper limits. The purpose of transpor- 
tation 18 to get freight and passengers moved &nd the reason for 
congestion is that they are not moved. If we are to consider trans- 
portation nationally there is no reason why a road possessing facili- 
ties that will help in the moving of this traffic should not be com- 
pelled to permit their use to the utmost by anybody that can use 
them fo- the necessary purpose, provided, of course, that the rights 
of the owner to due compensation are protected. It might be urged 
that if & given railroad knew thas some facility it might build—a 
new terminal, for instance—could be used by any road that wished 
to use it, it might refrain from building it. But here the govern- 
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ment should take a hand. When facilities are needed it should 
compel the railroads to provide them, and there would be no hard- 
‘ship or injustice in its doing so as long as it provided for the neces- 
sary revenue. 

The one great transportation lesson of this war is that the rail- 
roads have not kept pace in the matter of rolling stock and terminal 
facilities with the growing needs of the country, even aside from the 
war emergency. ‘They must be made to do go, for in the sense that 
transportation is a commodity to which the public is entitled at 
reasonable rates, the railroads cannot be operated as a private busi- 
ness. But they cannot be expected or even compelled to do so un- 
less their income is sufficient to justify the necessary expenditures. 
Rates and service to the public are codrdinate questions and must 
be handled by the same authority in accordance with a well defined 
policy. | 

As a means of bringing about more expeditious loading and un- 
loading of cars by shippers and consignees, higher demurrage charges 
are being tried by order of the Director General of Railways and the 
Interstate Commerce Commission. In so far as they achieve the 
object desired they are perfectly proper. The question of propriety 
is merely one of efficacy. There is as yet no scientific system of such 
charges for that purpose. There should be one, and now is the time 
to make the preliminary study. 


SPEED IN Movine FREIGHT 


But while penalizing the shipper and the consignee for failure 
to reach efficiency in their part of the transportation operation, 
why not compel the carriers, by some similar system of penalties, 
to move freight more promptly? No inconsiderable part of the 
delay resulting in demurrage is attributable to the faults of the car- 
riers themselves. Figures are easily obtainable showing the un- 
reasonable time consumed in transit and the same is true with re- 
gard to delays at terminals. Daniel Willard, president of the Bal- 
timore and Ohio railroad, has pointed out that 52 per cent of the 
time of a freight car is wasted around terminals and that it is mov- 
ing on the road only 11 per cent of its time. When from this 11 
per cent is deducted the time wasted in slow movement, the freight 
car as a medium of transportation does not make much of a showing. 

Mr. Willard’s statement was made last July. Doubtless the 
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showing was in great measure due to the tangle brought on by the 
war congestion, but not all of it was thus due. Thereis, perhaps, no 
greate: field for improvement in transportation than in the move- 
ment of freight cars, and shippers complain greatly at being held 
up by the reformers as horrible examples when they know that the 
railroads themselves are at least as greatly to bame. The govern- 
ment, by its authorized system of penalties, compels or tries to com- 
pel the shipper to be efficient. It should exercise the same degree 
of compulsion toward the carrier. 

Tkere should be a clearer detcrmination as to the rights and 
duties of carriers in the matter of embargo, as to when an embargo 
may be declared and what notice shall be given, doth to other roads 
affectec and to shippers. The practice is loose and productive of 
much confusion and dissatisfaction. 

A. H. Smith, eastern assistant to the Director General, recently 
instructed eastern roads to embargo consignees who do not unload 
cars promptly, regardless of demurrage rules. This is an order per- 
haps nezessary and proper under war operation, if it is carried out 
under the direction of government authorities, but there is nothing 
in law ta prevent such an embargo at the will of th» railroads in ordi- 
nary times when, in their opinion, necessity requires it. Probably 
there are few railroad men whose judgment could be depended on 
in a matter of that kind, and even if the motive were admittedly 
proper the skipper is entitled to know that he has recourse and that 
his interests are protected. 

Another result of war operation of the railroads has been the 
overriding of the law giving to the shipper the right to direct the 
routing cf his freight. It is certainly in the interest of efficiency 
that this be done, though perhaps the Director General exceeded 
his legal bower in doing it. Perhaps the right ought permanently 
to be taken away by law within certain limits. The shipper ought, 
no doubt, to be permitted to control delivery. That is, though 
freight should be sent by way of the route most likely to afford ex- 
peditious movement and not by the route some persuasive agent 
has induced the shipper to select, the shipper ought to be protected 
to the extent that the freight will be switched witLout cost to him 
to the road on which he has his place of business or sidetrack, from 
the road which has been selected as the most expeditious route. 

There should be provision for compulsory arbitration of wage 
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demands which would carry with it a practically automatic increase 
in rates tomeet the wage increase when such an increase is permitted 
or ordered by the government. Another performance like the 
clubbing through Congress by the labor unions of the Adamson 
eight-hour wage law, leaving the railroads to find, as best they may, 
the money to meet the increase, should be made impossible. 

Still another reform that has been many times urged and gener- 
ally overlooked, apparently because it is held of comparatively 
slight importance, is the giving to the shipper right to appeal from 
negative orders of the Interstate Commerce Commission. Impor- 
tant or not, it is his right, or should be, and should be given him for 
the asking. The less important it is the less trouble it would be to 
grant it. 

There kas been no attempt herein to outline any dogmatic 
plan for a reorganization of the plan of railroad control. Not only 
is the future of the railroads uncertain but it is not altogether cer- 
tain what that future should be. The attempt has been merely to 
suggest some changes that would appear at this time to be wise. 


RECONSTITUTING RAILROAD REGULATION 
By Gores A. Post 


“What,” I am asked, ‘is involved in reconstituting the agen- 
cies of railroad regulation?" As I enter upon the adventure of 
redeeming a promise made long ago to discuss that question for 
The Arnals the agencies of railroad regulation Lave been deposited 
for the most part in cold storage and the railroads themselves have 
been reconstituted, with a vista of future reconstitution which no 
wise man will attempt to prefigure. 

The only reason why the Editor of The Annals would invite an 
expression from me is that I happen to bear she honor of being 
President of the Railway Business Association, a national organi- 
zation >f manufacturers, merchants and engineers who deal with 
railways. Hence the only reason why I should express views upon 
the transportation question is because the Railway Business Asso- 
ciation had formulated a program. We had formulated proposals 
before the United States entered the war, but nere we are with a 
new heaven and a new earth and I cannot yet speak for my asso- 
ciates with authority on the altered aspects as they now confront us. 

As purveyors of equipment and supplies we have in the past 
dealt with the employes of railroad corporations whose owners 
were legion. Today we deal with the same individuals, but they 
are now government officers. What further evolution in our com- 
mercial transactions the war may bring as it wears on we shall 
greet with equanimity and with a determination to perform our 
utmost for the success of the temporary government operation 
necessitated by the war. 

Concerning the status whica shall follow the conclusion of 
peace I can only utter my individual hopes. Miles of good white 
paper have been consumed in foretelling what will be different after 
the war. Certain things, I pray heaven, will be the same after the 
war—the same that they have been since that bleak day 297 years 
ago when the Pilgrims entered the wilderness at Plymouth Rock. 

Now wnat is meant by the competition which it is desirable 
to preserve as a feature of the new railroad structure that is to super- 
sede government operation after the conclusion of peace? Mighty 
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few hard-headed citizens will feel inclined to give up the advantages 
which unification has given both under the Railroads’ War Board 
from April to December and under the government Director Gen- 
eral since—advantages arising from mobilization of rolling stock 
without regard to ownership, common use of facilities and the rout- 
ing for directness and cheapness as distinguished from earnings for 
individual railroad corporations. Foolish competition seems more 
susceptible to modification than before the war. The government 
is performing functions which previously business men performed. 
The conditions under wich business men did their work were 
those of compulsory competition indiscriminately comprehensive. 
The government has promptly removed from its own path some of 
these obstacles. Whatever we have gained in transportation by 
substituting coöperation for competition we shall keep, in so far 
as such retention is consistent with retention of competitive 
elements essential to progress. 

Compezition is not confined to rivalry between corporations. 
Competition exists among the officers and employes of each cor- 
poration for promotion. That is the first condition which I hope 
will be preserved the same in transportation after the war. 

As I write, news comes that the Director General of Railroads 
has divided the country into three regions and appointed as regional 
managers three men—A. H. Smith, R. H. Aishton and C. H. 
Markham. Who are these men? Mr. Smith entered the service 
of the Lake Shore & Michigan Southern Railway as a messenger 
' boy in 1879 and in 1914 had reached the presidency of the New York 
Central Lines. Mr. Aishton in 1878 was an axman in the engineer 
corps of the Chicago & Northwestern Railway and in 1916 became 
president of the same company, having like Mr. Smith made his 
way through the grades. Mr. Markham in 1881 was a section 
laborer on the Atchison, Topeka & Santa Fé and after a rapid rise 
within the Santa Fé organization was induced by the Southern 
Pacific to become general freight and passenger agent of its Oregon 
lines in 1897, being appointed general manager of the Southern 
Pacific in 1904. After a period passed in the management of petrol- 
eum companies he was elected in 1911 president of the Illinois 
Central Railroad. Each of the three is the product of rivalry for 
advancement within an operating railroad unit. We do not know 
where the Director General of Railroads would have found men to 
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be regional managers under the war régime if the railroad organi- 
zations which I have mentioned had not existed. What we do 
know is that those organizations did exist as institutions within 
which advancement was open to the humblest beginner, whom no 
influence but his own incapacity or delinquenzy could repress and 
who needed no influence but his own ability and energy for the 
ascent to the topmost rung. The men were there when the country 
called and it was in those organizations that trey were trained. 

Important, however, as competition is within the organization 
it is equally important between railroad organizations. Every 
management knows that its performance will be measured by the 
foremost achievement of its contemporaries. Every aspirant is 
stimulated by the knowledge that leadership in achievement by 
him will bring opportunity for advancement by transfer to other 
compenies. 

As a manufacturer of railway appliances I contemplate with 
satisfe.ction and zest the preservation of a substantial number of 
independent railroad units. The progress of the art toward in- 
crease of safety, speed, convenience and cheapness by the develop- 
ment of new inventions is a fascinating story of indifference or 
oppos.tion by one railroad and appeal by the developer to another 
and another until a test is somewhere accorded, a demonstration 
afforded and the qualities of the discovery mace known in practice. 
Let us preserve the appeal; in that way lies progress. 

If citizens in their individual capacity sre to subscribe the 
capital and be responsible for the management of the railways under 
regulation, one new and untried element must be introduced into 
regulation. The government must hold some one of its branches 
resporsible for keeping watch over railway revenues and when they 
are inadequate for proper service, including the attraction of new 
capital for additions, betterments and extensions, this branch must 
take steps to correct the deficiency. 

Every student of current discussion and events knows that 
numerous aspects other than those to which I have referred are 
under debate and to many it will seem that scme of those which I 
have not specified are too important to be omitted even from: so 
highly condensed a statement as this. Nevertheless I am content 
to specify at this time these two elementals—individual initiative 
and adequacy of revenue—as the essential factors in a national 
railway system. . 


A SUGGESTED PLAN FOR PERMANENT GOVERN- 
MENTAL SUPERVISION OF RAILROAD 
OPERATION AFTER THE WAR 


By ALExaANpER W. SMITH 


The operation of the railroads as & war measure presents one 
of the most drastic economic revolutions in our history. Regard- 
less of the duration of the war, the complications springing out of 
governmental operation will probably preclude a return to the old 
system. Many divergent but codperating interests will oppose 
such a return. The grafters, if such there be, will desire to con- 
tinue their graft. The pcliticians will covet the patronage and 
power which will flow from government operation in ever increas- 
ing volume. No doubt a majority of the security holders will prefer 
to sell out tothe government. Certainly so, if too great a sacrifice 
is not enforced. The combined force of these selfish interests, 
which may be expected to organize for mutual profit and protection, 
will override the public interest unless a counter campaign is 
launched early in the contest. As is usual under popular rule, 
education is our only weapon in defense of the general welfare. 

Thinking people are alive to the fact that the interests of 
the shipper and passenger far outweigh all other interests in the 
problem. Some permanent plan should be promptly thought out 
and crystallized in the hope of at once satisfying the advocates and 
opponents of outright government ownership. 


Toe Puan rog REGIONAL Fepprat HOLDING COMPANIES 


Hon. William W. Cook of the New York Bar, a prominent and 
successful corporation lawyer, has filed with the Joint Committee on 
Interstate Commerce at Washington, “A Proposed Solution of the 
Railroad Problem.” 

He went to the pains of reducing his proposition to the con- 
crete form of a bill which he appends to his paper. He digests this 
bill in these words: 

1.—Congreas should incorporate five Federal Railroad Companies for five 
divisions of the whole country, This corresponds to the plan of the twelve Fed- 
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2.—The five Federal Railroad Companies would acquire gradually the stocks 
and bonds of the present railroad companies, each in its own district, just as the 
Canadian Government is about to acquire the stock of the Canadian Northern 
Railway Company. These stocks and bonds would be acquired at their actual 
value by purchase, exchange or condemnation. The Federal Railroad Companies 
could obtain the money by the issue of their own stock with 3 per cent dividends 
guaranzeed by the government, with & possible extra 3 per cent if earned, all over 
6 per cent to go to the government. Such guaranteed stock would also be issued 
to provide fresh money for railroad extensions and additional facilities; also to 
acquire from time to time at their actual value the present outstanding railroad 
obligations. The guaranteed dividends could be at & higher rate than 3 per cent, 
if necessary. and would vary from time to time according to the general conditions, 
but wlen once fixed as to any particular issue would not be subsequently changed 
for thet issue. 

3.—The Federal Railroad Companies would then control the present railroad 
companies and could take over their tangible property if the state charters ceased 
to be desireble, or could condemn the railroads if necessary. 

4,—A Federal Railroad Board (similar to the presert Federal Reserve Board) 
nominated by the President and confirmed by the Senate, would name the direc- 
tors o2 the five Federal Railroad Companies and would control the finances of 
those companies and regulate all railroad rates and service, 

5~—The plan embodies the idea of government control and government 
financial responsibility (reduced to & minimum) without government ownership. 


The plan contemplates the acquirement by these federal rail- 
road companies not only of the present railrcad stocks and bonds, 
but the railroads themselves by condemnation if necessary. The . 
learned author replies to the suggestion that his plan merely draws 
“a tain veil over government ownership" by saying “its sole pur- 
pose is to avert government ownership"; that government owner- 
ship would mean an additional national debt of about twenty bil- 
hon dollars, while his plan would not. Ye; his plans guarantee 
minimum dividends, and certainly dividends come behind all 
operating expenses and fixed charges. One Lad as well owe a debt 
literally as to underwrite indefinite payment of dividends on stock 
of the corporation which does owe it. For the same reason, while 
state taxation may be continued (by permission of the federal 
government only after it acquires the railrcads under said plan), 
the taxes paid would be chargeable to earnings before dividends 
could be declared. Hence the government guaranty of dividends 
would underwrite the payment of taxes du» the states. Further 
quoting from Mr. Cook: 
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All this is to be done gradually, to avoid shocks, waste, unfair prices and hasty 
inexperience. The railroads themselves, however, propose to you that Congress 
shall pass a law that the present railroads shall take out Federal charters at once 
or else cease doing interstate business on & certain date. This is to be done under 
power of Congress to “regulate” commerce. Power to “regulate” $17,000,000,000 
of property is alleged to give power to destroy $17,000,000,000 by forbidding its 
use unless it turns itself inside out by accepting a federal charter. That is hardly 
“due process of law." To the ordinary mind it would seem that the penalty of 
death does not fit the fictitious crime of holding on to a state charter which every- 
body admits is lezal. eos cies 

And the old corporations are to cofitinue. Certainly Congress cannot dis- 
solve them, and hence the new Federal corporations will have two charters, ane 
from the state ard one from Congress, with inextricable conflict, litigation and 
Pandora box concusion. The raifroads themselves cannot afford to have com- 
pound charters. We would still have conflict of state regulation with national 
regulation; state commissions with Interstate Commerce Commission; state per- 
secution with national intervention. 


- — Itis a fair deduction that the creation of regional federal hold- 
ing companies in Mr. Cook’s plan was designed as a substitute for 
federal incorpcration of existing railroad companies. His novel 
and interesting plan is an application to the railroads of the organic 
plan of the federal reserve banking system. It is submitted that the 
parallelism is carried too far. A banking corporation has no phys- 
ical attachment to its location. Being purely a financial institu- 
tion, it is capable of complete liquidation without materially affect- 
ing the particular community it was wont to serve. Not so with 
a railroad. Once established and located, it becomes an integral 
part of the life of the communities it traverses. Investment in 
real estate for all commercial, industrial and domestic uses is 
invited. Much of the value, and frequently all of the utility, of 
such property springs from and depends upon the continued opera- 
tion of the railroad. The elements of support and expansion of 
banks are liquid and easily converted, while with railroads they 
are permanent physical additions, such as yards, terminals, ware- 
houses, etc. 

The location of districts, and establishment of federal reserve 
banks therein, serve a useful purpose in stabilizing and equalizing 
the available banking capital and reserves. Districts for the general 
operation of government-controlled railroads would serve no useful 
purpose, but would tend to increase the opportunities for political 
interference in playing one section against another, although the 
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country may be divided into regional districts fcr special purposes 
from time to time. 


A FEDERAL RAILROAD BOARD 


If, however, the suggestion of regional federal railroad holding 
companies, which Mr. Cook elaborates, is not feasible, the estab- 
lishment of a Federal Railroad Board along the lines suggested by 
him is a most valuable element in the solution of the problem of 
permanent and practical government control of railroads short of 
government ownership. Omitting the functions and attributes 
applicable to the holding companies, the composition of this Board 
is admirably stated by Mr. Cook as follows: 

A Federal Railroad Board is hereby created which shall consist of six mem- 
bers, one to be the Secretary of Railroads, and the remaining five members to be 


appointed by the President of the United States, by and with the advice and 
consent of the Senate. In selecting the said five members of the Federal Railroad . 


~ Board, not more than one shall be selected from any one Federal Railroad district. 


The said five members shall devote their entire time to the business of the Federal 
Railroad Board and shall each receive an annual salary of twelve thousand dollars, 
payable monthly, together with actual necessary traveling expenses. 

. . . No Senator or Representative in Congress shall during his term of 
office, or for five years thereafter, be a member of the Feceral Railroad Board. 
The members of the said Board shall be ineligible during the time they are in 
office, and for two years thereafter, to hold any office, position or employment in 
any railroed company, and shall not, during that time, hold or own stock therein. 
At least one of said five members shall be a person, experienced in the management 
end operation of railroads. One member shall be designated by the President to 
serve two years, one for four, one for six, one for eight and cne for ten years; and 
thereafter, each member so appointed shall serve for a term of ten years unless 
removed for cause by the Preaident. 


As the function of this Board is to control and regulate rates, 
securities, service and operation, ib would obviously supersede the 


Interstate Commerce Commission. 
Full credit is due Mr. Cook for the valuable suggestions he 


has made, but it is submitted that the adoption of his plan would 


but open an easy pathway to government ownership instead of 
proving a substitute for it. 
Tug FEDERAL [INCORPORATION oF RAILROADS 


The idea of federal incorporation of railroads hitherto devel- 
oped by the representatives of the railroad interests before the 
Congress:onal Joint Committee seems to contemplate. merely the 
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creation of new federal railroad companies into which existing 
systems are to be transferred, and this idea seems to have been in 
the mind of Mr. Cook when he criticizes the proposed plan as being 
an arbitrary and summary transfer of the title to $17,000,000,000 
- of property from the present owners to new corporations. Obvi- 
ously, such a proceeding would not only be illegal and unconstitu- 
tional, but wholly impractical. However, there seems to be neither 
a constitutional nor practical objection to nationalizing existing 
state railroad companies just as under the Act of Congress any 
state bank may be nationalized. 

It is settled law that the conversion of a state bank into a 
national bank does not destroy the identity or corporate existence 
of the bank nor discharge it as a national bank from any of its 
habilities outstanding at the time of the conversion. Such con- 
version does not close the business of banking under the state charter, 
but simply results in a continuation of the same body with the same 
officers and stockholders, the same property, assets and banking 
business under a changed jurisdiction. It remains one and the 
same bank and goes on doing business uninterruptedly.! 

In the 2arlier history of this government, the question of juris- 
diction of Congress over banking business occasioned much litiga- 
tion and bitter diversity of political opinion, until finally settled 
by the authoritative ruling of the Supreme Court under Chief 
Justice Marshall? Certainly the basis of jurisdiction over banks 
is no firmer than the express commitment to Congress of exclusive 
jurisdiction to regulate interstate commerce. Inasmuch, however, 
as the basis of the jurisdiction of Congress over banks rests upon 
the general delegation of power to execute other powers in the 
Constitution, a bank must become an instrument in the prosecution 
of the fiscal operations of the government before Congress obtains 
jurisdiction. In like manner, a railroad created by a state must 
engage in interstate commerce before jurisdiction over it is vested 
in Congress. But nationalization of a bank is a condition precedent 
to its becoming an instrument in the prosecution of the fiscal opera- 
tions of the government, whereas a state railroad is authorized to 
engage in irterstate commerce (in the absence of a law of Congress 
prohibiting it) without the necessity of a federal charter. 


1 Metropolitan National Bank v. Claggett, 141 U. S. 520. 
3 McCulloch v. Maryland, 4 Wheaton, 316. ` 


A PERMANENT FEDERAL RAILROAD BOARD | 147 


This distinction is most important when you come to consider 
whether or not Congress can compel & state corporation to become 
a national corporation. It may or may not be within the power 
of Congress to compel a state bank to become an instrument in the 
prosecution of the national goverrment’s fiscal operations by taking 
out a federal charter. That question is foreign to the present dis- 
cussion. That Congress has the power to compel a railroad cor- 
poration created by a state and engaged in interstate commerce, 
to take out a federal charter is a condition precedent to the inaug- 
uration of the plan herein proposed. Whether or not this power 
exists is, therefore, a question which demands solution. 

The pcwer of creating a corpor&tion is never used for its own 
sake, but for the purpose of effecting something else. It was, 
therefore, held to be within the discretion of Congress to create 
and use banks 4s convenient, useful and essential instruments in 
the prosecution of the fiscal operations of the government. The 
power to do so is derived from the general claus» delegating power 
to make all laws necessary or proper to execute the other powers 
delegated in the Constitution. 

It is hoped this paper will demonstrate that in exactly the same 
way Congress may transform state railroads into federal railroads 
if, in its discretion, such action is necessary and proper in execution 
of its power to regulate commerze, and where any given railroad 
is already engaged im interstate commerce, it may be compelled 
to become a federal railroad corporation if Congress so enacts. 

In the nature of the case, railroads created by state legislation 
cannot, as £ matter of right, exercise their corporate powers outside 
of the territorial limits of the state creating them. In Bank of Au- 
gusta v. Earle (18 Peters, 519), the Supreme Court, speaking 
through Chief Justice Taney, says: 

Iiis very true that a corporation can have no legal existence outside of the 
boundaries of the sovereignty by which itis created. It exists only in contempla- 
tion of law and by force of law; and where that law ceases to operate and is no 
longer obligatory, a corporation can have no existence. It must dwell in the place 
of ita creation and cannot migrate to another sovereignty. 

Nor can two or more states act in concert for the purpose of 
creating an interstate railroad. 'This was attempted about the 
middle of the last century by the states of Chio and Indiana, 


d3 McCulloch v. Maryland, 4 Wheaton, 316, 
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Acting conjointly, these states made an honest effort to create a 
single railroad corporation to operate across their respective bound- 
aries through their respective territories. When called upon to 
pass upon the question of whether one or two corporations was thus 
created, the Supreme Court, speaking through Chief Justice Taney 
in the case of Ohio & Miss. Railroad Co. v. Wheeler, (ist Black, 286), 
said: ` ` 

It is true that & corporation by the name and style of the plaintiff appears to 
have been chartered by the States of Irdiana and Ohio, clothed with the same 
capacities and powers and intended to accomplish the same objects, and it is 
spoken of in the laws of the states as cne corporate body, exercising the same 
powers and fulfilling the same duties in both states. Yet, it has no'legal existence 
in either state, except by the laws of the state. And neither state could confer on 
it a corporate existence in the other, nor add to nor diminish the powers to be there 
exercised. It may, indeed, be composed of and represent, under a corporate name, 
the same natural person. But the legal entity or person, whith exists by force of 
law, can have no existence beyond the limits of the State or sovereignty which 
brings it into life and endues it with its faculties and powers. 

It follows that the exercise of corporate functions of a state 
railroad corporation beyond the limits of the state bestowing them 
must, under our system, be based on comity between the states. 
While the intimate union of the states, 88 members of the same 
political family, no doubt createc. a greater degree of comity than 
exists between foreign nations, yet when the interest Or policy of 
any state requires it to restrict the rule of comity, it has but to 
declare its will, and the further exercise of rights resting on comity 
ceases. Therefore, a corporate creature of one state doing business 
in another state is exercising a privilege and not a legal right. 

From what has been said, it becomes apparent that-it is entirely ’ 
without the power of a state, or any combination of states, short of 
the Union as a whole, to confer upon a single railroad corporation 
the express power to engage in interstate commerce. To attempt 
to do so would be a contradiction in terms, for a state has no power, 
by virtue of its grant, to authorize a railroad incorporated by it to 
do business in another state; and yet the transaction of business 
between two states is the very essence of interstate commerce. 
The “power to regulate commerce" conferred by the Federal 
Constitution on Congress is the pcwer to prescribe the rule by which 
"ecommerce" is to be governed. Like all other powers vested in 
Congress, it is complete in itself, may be exercised to its utmost 
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extent, and acknowledges no limitations other than those prescribed 
by the Constitution. 

Any railroad system engaged in interstate commerce, unless 
already operating under a federal charter, must be made up of 
constituent companies created by the several states through which 
the system operates. By the combination and consolidation of these 
railroads into an interstate system of Yailroads, an element has 
entered into the structure of the system as a whole which is different 
from and in addition to anything derived from the respective char- 
ters of the constituent companies. That element is the legal right 
of interstate carriage as distinguished from the privilege of inter- 
state commerce, resting on comity. Plenary authority over the 
system, thus becoming an integral part of irterstate commerce, 
is thereby vested in the Congress of the United States. If Con- 
gress, :n its wisdom, legislates that the constituent companies who 
owe allegiance to the several states creating them, should, in their , 
combined functions forming an interstate system, become a na- 
tional corporation, there would seem to be no legal obstacle to such 
relation being compelled. 

This is true because such a combination and consolidation into 
an interstate system is impossible except by the voluntary assent 
and ecóperation of the states and the several railroad corporations 
themselves. The states must expressly authorize such combina- 
tions end the companies must take the necessary corporate action 
to brirg them about. During the early legal history of railroads in 
this country, the states were jealous of such combinations and 
grantel power to enter them with reluctance. The benefits of 
such enlargment of facilities became so obvious that this attitude 
soon changed into acquiescence and encouragement, and general 
laws £uthorizing such combinations, where competition was not 
interfered with, became universal. More and more the public is 
now coming to see that competition between railroads is inherently 
wasteful and must be done away with. The results following the 
coöperation of the great systems through the War Board, and in 
spite of the anti-trust laws, have demonstrated how unwise our 
railroad legislation has been in the past. 

Tae necessary consequence of combining two or more railroads 
created in different states into one operating machine is to convert’ 
the system into an instrumentality of interstate commerce. All 
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parties participating in such & change of status are charged with 
knowledge that the unlimited power vested in Congress to regulate 
commerce at once attaches to all the activities of this instrumental- 
ity which enter as elements into irterstate commerce. 

If Congress exercises this power to compel federal incorporazion, 
neither the states creating the constituent companies and authoriz- 
ing their combination into one system, nor the corporations them- 
selves, can object on the ground that such an act (to be enforced 
only by forbidding the use of such property in interstate commerce 
except through the instrumentality of a federal charter), would not 
conform to the “due process of law” demanded by the Constitution. 
This is so because all parties have voluntarily placed themselves 
within the rightful exercise of this power, and the extent to which 
it ig exercised is exclusively within the discretion of Congress. 

We thus have the necessary conditions to action by Congress 
compelling :nterstate carriers to become national corporations, 
namely: (a) They are already engaged in interstate commerce 
(not as a matter of grace, but as a matter of legal right), and tkere- 
fore within the jurisdiction of Congress, which becomes exclusive 
when exercised; (b) Congress is clothed with full discretion to deter- 
mine whether or not its power to regulate makes it necessary and 
desirable that such instrumentalities should be nationalized. It 
seems to follow as a necessary consequence that with the pcwer 
and the will to exercise it, there is a clear pathway to the point 
where Congress may compel interstate carriers to take out federal 
charters. 


NATIONALIZING THE RAILROADS 


The great practical difficulty which has hitherto confronted 
those who contemplated nationalizing the railroads has been a 
lack of well defined means for transforming and transferring the 
variegated contract obligations and liabilities of interstate carriers 
now outstanding, into obligations and liabilities of new corporations 
which the federal government might create. If, instead of creating . 
an entirely rew corporation, proper legislation be passed by Con- 
gress to convert existing railroad companies into federal railroad 
companies, these outstandihg obligations and liabilities will not 
thereby be affected. The great tangle of contractual relations 
springing from leases, sub-leases, majority stock control, absolute 
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ownership, and all of the kaleidoscopic arrangements by which the 
constituent elements of the several interstate systems have been 
thrown together, would remain after nationalization as effectually 
in operation as before. The identity of the old corporations would 
not be changed; there would not be a state corporation and a federal 
corporation, but only the corporation originally created by the 
state with its allegiance transferred to the nation. Some may say . 
that this would place the imprimatur of federal sanction upon 
outstanding securities which have been in some cases over-issued, 
and which over-issues are supposed in some quarters to be a great 
evil. 

It is not certain that the issuance of these securities under the 
old, unrestricted and unregulated methods has been an evil. It is 
very doubtful whether the railroad systems of the United States 
could have procured the capital necessary for their construction 
except under the old speculative method of issuing their securities. 
It is not reasonable to expect a capitalist to invest his money on & 
low interest basis in a new enterprise, the success of which remains 
to be demonstrated. The history of railroad construction 1s, 
almost without exception, that the original builders of railroads lose 
their initial investments. These investments would have been 
withheld altogether but for the possibility of very large speculative 
profits. The development of these systems, with a few exceptions, 
has shown that the amount of these securities has not been excessive, 
and their value has at all times been regulated and controlled by 
the inexorable law of publie demand. The price of such securities, 
fluctuating as it does, is controlled by a law more uniform and 
universal in its application than any legislative act could possibly 
be. That law would disturb the arbitrary legislative value of such 
securities before the ink could dry on the signature of the executive 
approving such an act. Neither the public nor the investor will 
suffer by leaving existing securities to the operation of the law of 
supply and demand which fixes the market price of everything. 

It is not within the limits of this paper to go into much detail 
as to the functions of the proposed Federal Railroad Board. One 
complication frequently arising under our present system could be 
obviated under the new plan in such way as to remove one of the 
weaknesses in the ante-bellum system of management. When a 
given railroad fails to prove a financial success—let the reasons be 
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what they may—an embarrassing situation at once arises. The 
community it serves is vitally inzerested in its continued operation. 
Its publie service cannot be abandoned. It cannot be liquidated 
and eliminated, as a bank is, without vitally affecting the section 
it traverses. Heceivership and court operation ensue, and'reorgan- - 
ization follows. This process is all too familiar in all sections, and 
is the underlying cause of the concentration of railroad holdings in 
the money centers of the East. It is up to the bondholders to 
reorganize, and they are thus compelled to take over the properties 
whether they want to or not. 

Under no plan hitherto suggested is any satisfactory solution 
of the difficulty presented. The local community has practically 
no interest in these receivership proceedings, for it has come to 
believe that, whatever happens, the railroad must continue to 
operate and only in its continued operation are those interested 
who have no financial holdings in the company. If Congress would 
bestow upon the Federal Railroad Board power and discretion to 
authorize the abandonment and dismantling of a railroad which 
had proved a financial failure, and consequently not a public neces- 
sity, these people who had made investments upon the faith of the 
continued operation of the road would at once have a vital interest 
in its continuance, and from an atzitude of indifference they would 
be converted into earnest advoeatos of such conservative manage- 
ment as would insure the continued service of the particular line in 
question. In such circumstances, it would become a matter of 
great concern to each community traversed by a railroad to see 
that its directorate and its executives were on the job of successful 
railroad operation, rather than engaged in the questionable practice 
of speculation in railroad exploitation, which, in some cases in the 
not distant past, have proved such a stench in the nostrils of the 
public. The same interest would have a healthful tendency to keep 
politics out of railroad management and, generally, would result 
in the publie's keeping a very close watch on the situation as a — 
whole. 


Tas SrATUS OF STATE RAILROAD COMMISSIONS 


Another matter of widespread interest is the relation of the 
several state railroad commissions to the situation which would be 
created if the plan herein proposed became operative. Notwith- 
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standing the fact that a large percentage of tke several state rail- 
road commissioners have committed themselves to the wisdom of 
federa. incorporation of interstate carriers, thereby transferring 
exclusive jurisdiction to the federal authorities, a large number of 
the state commissioners naturally oppose such & course on the idea 
that it would leave them without sufficient functions to perform to 
justify the existence of their offices. It is submitted that this is 
not the case. The several state commissioners will have a broad 
and busy field of usefulness, after the entire jurisdiction over inter- 
state carriers is transferred to the general government, in looking 
after the public utilities companies and the local regulation of 
railroads, which it is proposed to leave under the jurisdiction of 
the several states. A dispassionate consideration of the question 
by these very intelligent gentlemen now occupying positions on the 
several boards of state commissioners cannot fail to convince them 
of the soundness of this suggestion, and when the matter is properly 
unde-stood and digested, all opposition to the change of regulation 
will no doubt disappear. 

Jntil otherwise provided by Act of Congress, the several states 
should have jurisdiction over these national railroad corporations 
in the following particulars: 


ʻa) In all suits against said corporations where legal venue 
exists and lawful service may be had. 

.b) To make reasonable police regulations: Ist, as to separa- 
tion of different races in the several stations and on local trains on 
a national railroad; 2d, as to the sanitary appliances and their 
uges while railroad cars are within the corporate limits of any 
municipality; and, 3d, as to the use and sale of intoxicating liquors 
on tae premises or cars of such railroads. 

(c) To regulate reasonably national railroads in the matter of 
grade crossings, stock-gaps and right-of-way fences. 

(d) Any city having a population of not less than 150,000 
according to the last preceding census of the United States should 
have Jurisdiction, if thereto authorized by its charter, to regulate 
the motive power of national railroads for the movement of trains 
and cars within the corporate limits of such cities. 


Taxes, RATES AND SECURITIES 


Said nationalized railroad corporations should be uniformly 
taxed by the federal government & reasonable percentum of their 
gross receipts and their physical properties and securities exempted 
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from all other form of taxation. The taxes thus imposed should be 
apportioned as follows: one-fourth to the states, according to mileage 
in the several states; one-fourth to the several incorporated towns 
and cities into or through which the lines of said railroads may run, 
In proportion to their population as declared by the last preceding 
| United States census; one-fourth to the several counties through 
which the lines of said railroad companies run, in proportion to the 
mileage thereof in each of said counties; and the remaining one- 
fourth covered into the Treasury of the United States—all expenses 
of collecting said taxes to be deducted before apportionment. 
The fabric of freight rates is so pervasive and so intricate that 
the promulgation of rates by state commissions which are not in 
consonance with the interstate rates, filed with the Interstate Com- 
merce Commission, have in the past greatly deranged its delicate 
pattern. This derangement became so acute as to culminate in 
what is known as the Shreveport Case,‘ which is now being followed 
by the litigation in Texas, growing out of injunction issued by the 
three-judge [istrict Court of the United States against the enforce- 
ment of the State Railroad Commission rates: This experience 
demonstrates that it is unwise for the regulation of railroad freight 
rates to be vested in more than one body. When the railroads 
have become national corporations, there would be no difficulty in 
transferring to the federal authorities the entire subject of freight 
rates, both interstate and intrastate. This could be done-without 
the condition precedent that the intrastate rate affects the inter- 
state rate, but on the much broader ground that the corporation 
itself is a federal instrumentality and as much subject to federal 
control of its charges as a national bank is to federal control of its 
interest rates, to the exclusion of state legislation on the subject. 
With the latitude afforded the Federal Board of Control of 
railroad operations under the plan here proposed, there would be 
no difficulty in so adjusting rates as to allow greater compensation 
to some lines than to others. One of the greatest difficulties under 
the old régime was to obviate the injustice to the small line located 
in sparsely settled territory.in having to do this service for the same 
rate of compensation as a road located in a densely populated sec- 
tion. The great trouble has been to fix a rate which would not 
starve the small poor line and at the same time create too much 


‘Houston & Texas Central Ry. Co. v. U. S. 234 V. S., 842. 
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revenue for the large rich line. There would be no legal objection 
to the Federal Railroad Board's fixing a basic rete with percentages 
of inersase in various sections. For this purpose, a division of the 
country in;o regions or districts would be very useful. 

It goes without saying that the Federal Railroad Board would 
have entire and exclusive control of the issuance of all new securities 
by the nationalized railroad companies. 


POOLING OPERATIONS 


Experience under the excellent work of the Federal War Board, 
which will be accentuated under the government operation for war 
purposes, has disclosed that great economies may be realized by 
pooling business under certain conditions. While pooling is a very 
difficult matter with segregated ownership of the several lines, it 
would be practicable to work out a plan whereby certain sections 
of the country, or the transportation of certain commodities, or the 
transportation of all commodities during certain seasons, might be 
pooled and the proceeds equitably distributed to the members of 
the pool so as to prevent wasted energy and increase the efficiency 
and working capacity of all parties concerned. While such a pro- 
vision would pro tanto modify the provisions of the anti-trust laws, 
there seems little doubt but that publie opinion will justify such 
modification by the time the necessity for it arrives. Many other 
functions of the Federal Railroad Board will occur to the thought- 
ful minds of men familiar with railroad matters. 

When the Congress has transferred the allegiance of the inter- 
state carriers from the several states to the federal government, 
and they thereby become its own creatures, many matters of regu- 
lation which are now without the power of Congress, will come within 
its jurisdiction, and experience will, from time to time, suggest 
many forms of regulation which hitherto have been neither legal 
nor practical; such, for instance, as limitation of dividends, creation 
of sinking funds, setting up reserves, and application of surplus to 
extensions and improvements. 

The basic principles of the plan herein suggested thus appear 
to be the conversion of all interstate carriers into creatures of federal 
law and placing over them a competent board of control, not only 
in the metter of rates and regulatory rules such as have been within 
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the limitations of the Interstate Commerce Commission, but of 
the physical operations of the companies. 

It will be conceded that under our form of government, the 
greatest danger to any successful plan of federal control of the 
operations of the railroads, whether through outright ownership or 
otherwise, is political influence and intermeddling. This danger 
is 80 obvious and so great in connection with government owner- 
ship, that it outweighs every economic argument which can be 
adduced in favor of government ownership. It is submitted that, 
under the plan herein proposed, this danger is reduced to the 
minimum by the creation of a department of the government for 
the operation of railroads and the appointment therein by the 
President of executive men of praven ability, with long terms of 
office and good salaries. Men of large caliber will be available, 
and it is fair to assume that pride in the successful discharge of their 
‘high duties will forestall any native proclivities towards political 
activities, which might otherwise develop. . 

It is hoped the suggestions of this paper may start discussion 
of the subject, and that by the time government operation under the 
present arrangement becomes no longer necessary, & satisfactory 
plan for restoring the railroads to she possession and operation of 
their rightful owners will have been provided. No plan can suc- 
ceed that does not command the approval of publie sentiment, and 
the promise and potency of this and all similar suggestions must 
spring from intelligent consideration and disinterested discussion. 
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THE NECESSITY FOR PUBLIC OWNERSHIP OF THE 
RAILWAYS 


By Fraepsric C. Howz 


Okjections to the public ownership of the railways has for the 
most part been narrowly confined to the dangers of the spoils sys- 
tem, tbe possible activity of a great army of employes, the alleged 
incompetence of the government, its unwillingness to make 1 improve- 
ments, and the necessity of keeping alive opportunities for individual 
initiative in this the greatest of all industrial activities of the nation. 

But these allegations, even if true, are very secondary to the 
main question. The most important question before any people is 
the preservation of industrial and political liberty on the one hand, 
and the maintenance and development of the state on the other. 
And both of these things are all but impossible under private owner- 
ship of the railways. | 


POLITICAL INTEGRATION OF THH' NATION 


It is assumed that the political activities of the railroads have 
come to an end. ‘‘We are out of politics” is a frequent assertion 
of officials. The vulgar corruption of a few years ago may be in 
large part ended by the exposure and by the laws which have been 
passed; but a far more subtle, insidious control is maintained over 
the political life of the nation by the ramified activities of the rail- 
roads and the corporations identified with the railroads. It is no 
longer necessary to bribe men as it was afew years ago. An exam- 
ination of the legislatures of our states shows & preponderatingly 
large number of railway attorneys within the membership. Judges 
of both federal and state courts are advanced from the railway legal 
departments to the bench. The constitutional conventions of New 
York, Chio and Michigan recently held were filled with railway 
attorneys; and in New York and Michigan the constitutions which 
issued from their hands shielded and protected not only the rail- 
roads but the local public utility corporations. Chambers of com- 
merce are ostensibly organizations of industry and trade. Yet they 
either cannot or dare not represent their membership. In most in- 
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stances they cannot. Instead of being organizations for the up- 
building of the community as they are in many foreign countries, 
they are too often interlaced with privileged interests that control 
their views on important public questions. The same is true of the 
press. It, too, is controlled and moulded by ownership, by ad- 
vertisers and by the expenditure of millions of dollars for adver- 
tising. At the time of the threazened strike of the railway opera- 
tives & year ago it was stated that three million dollars was spent in 
a single day by the railways in presenting their claims. 

In addition the wealth and talent of the nation is divorced 
from the nation. Attorneys, bankers, big business men are in con- 
stant conflict with the government. Railway officials fear regula- 
tion, taxation, measures for full crews and the like. A great staff 
of men is maintained for the presentation of claims before the Inter- 
state Commerce Commission and for fighting off cases before the 
courts, while publicity agencies utilize every means for discrediting 
the government and bringing it into that distrust if rot contempt 
which is largely the result of the innuendoes and activities of priv- 
Ueged interests. 

Government ownership would end this conflict. 1+ would free 
the talent of the nation. Men’s patriotism would run free, unpoi- 
soned by their private interests. Our city councils, legislatures and 
Congress would appeal to men of big talents who now are divorced 
from participation in politics because of the interests which they 
represent. The American people are not more unfit for self govern- 
ment than other peoples. This is not the trouble. Tha real trouble 
is that we have made it almost impossible for strong men and eap- 
able men to be identified with the state. The positions of power and 
wealth are to be had in corporations in constant conflict with the 
nation; they are monopoly privileges of various kinds which depend 
upon government favor. We must end this divorce. There is just 
as irrepressible a conflict betweer privilege and democracy as t3ere 
was between slavery and freedom. 


INDUSTRIAL INTEGRATION 


What is true of the talent of America is equally true of our 
industrial life. Ourcirculatory system is owned by eighteen hundred 
quarreling, competing transportation agencies, each of which is in 
conflict with the others; and all of which are in coniliet with the 
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producers, and consumers. Transportation is run for profit. It 
should bé the agency of service. And the great profits of the rail- 
roads afe from anti-social service. To take but two from a score of 
examples. First, railroads are interested in long haul traffic. The 
community is interested in short haul traffic. More money is to 
be made in transporting goods across the continent than from a 
near-by point.. Every traffic employe knows this fact. Fifty 
years ago food and cattle were produced for local markets, as is the 
case in other countries. Today the food of cities like New York and 
Philadelphia comes from California, Florida and distant points. 
Farmers in New York State cannot get transportation service. 
They are driven out of business. They abandon their farms. 
Yet while these farmers are clamorous for cars, food trains come in 
with the regularity of express service from Oregon and California. 
The same is true of cattle. At one time every farmer raised cattle, 
sheep and hogs. The transportation of meat was taken over by the 
great packers of Chicago, Kansas City and Omaha. They contro! 
the transportation of food through the ownership of refrigerator 
cars, and they, in coöperation with the railroads, have destroyed 
the raising of cattle all over the country. They compel cattle to 
be hauled from distant California to Chicago to be killed. It is 
then hauled back to California to be consumed. The farmers of 
the northwest ship their grain to Minneapolis to be milled. It is 
then shipped back to the northwest to be consumed. The same 
is true of almost every other industry. A large part of the traffic 
of the country is sent round about Robin Hood’s barn when it 
should be sent by the most direct route possible. The cost of 
transportation is increased, industry is destroyed, and the whole in- 
dustrial, social and agricultural life of the country is on a false basis. 

Second, the classifications of railway freight are for the purpose 
of making the maximum profit. There are hundreds of thousands 
of classifications. On some days a hundred thousand or more 
changes are filed with the Interstate Commerce Commission. It 
would take a week’s work of a corps of men just to keep up with these 
changes. In European countries where government ownership 
prevails classifications are simple. They are printed in a little rate 
book that every business man carries in his pocket. They can be 
understood by anyone. A man knows instantly what his freight 
charge will be, just as he knows the cost of a telephone call. 
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Through these classifications diserimina ‘and iue E 
given one set of shippers at the expense of another. The old kirkii 
of discrimination is gone; but the new kind'is just as harmful, an Tt 
possibly just as universal as was the old. Special routings are given.+4 
Differentials, switching advantages, terminal advantages, ete., are,‘ 
allowed. Noshipper really knows whether hei is on an even keel y with 
his competitor or not. 

These are but indicative of a score of Dai vti geral S 
conditions which must prevail so long as transportation i is an agency 3 
of profit rather than of service. The sole dim of railroad adminis- , 
tration is to make as good a showing as possible. And railway 
operators are not to be blamed for this. They look upon their in-,. 
dustry just as does every other business man. But the state 1s 1n- 
terested in rendering maximum service to the largest number of . 
people at the minimum cost. And this is only possible through.z 
government ownership. MN DCN CES 

We can get some vision of the social use ‘of railroads by the 
methods employed in Germany, Australia, Switzerland, Denmark 
and other states where the conscious purpose of railroad adminis- 

. tration is at all times the upbuilding af the country. Denmark 
utilizes her reilroads for agriculture; for the placing of her goods in 
England and Germany in the quickest possible time at the lowest 
possible rates. ` The same is true of Belgium, from which country 
special trains are run to Zeebrugge, where they connect with govern- 
ment owned steamers for London and to Paris. In Australia the 
railroads are exclusively a state agency. They aid cattlemen, 
farmers, dairymen. Each station agent is a government employe. 
He receives the farmers’ products. He sends them to a government 
terminal or to a public slaughter-house. They are shipped even to 
England under government control The farmer gets all that he 
produces. He is free from discriminations, and there are no middle- 
men whatever between him and his consumer. 

l The industrial development of Germany is largely a railroad 
deyelopment. In Germany railroads are run for industry. The 
chambers of commerce and agricultural associations form a part of 
the administration. Speciel rates are given ship-builders to up- 
build the merchant marine. Similar rates are given on raw ma- 
terials. Industries and towns are built up in this way; while the 
great export trade of Germany is partly traceable to the aids and 
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special rates made on export products. ‘This is but indicative of the 
thousaiids of devices that can be developed for upbuilding the state 
when the transportation agencies are in public hands. 


INTEGRATION OF PHYSICAL EQUIPMENT 


- Under private ownership there are several hundred railroads 
“Duilt as a separate entity and operated as such. Each railroad has 
its own termizals, passenger stations, yards. One terminal may be 
filled with cars awaiting freight; a near-by terminal may be filled 
with freight clamorous for cars. Empty trains on one railroad pass 
other empty trains on another railroad going in the opposite direction 

in search of cargoes. "There is terrible waste: waste like that of 
haviug a half dozen water plents in the same city; for each railroad 
has to have terminals, freight houses, passenger stations. It has 
to have docks, lighterage and warehouses. It has to be equipped 

«or the maximum load. 

It is impossible to mobilize all these agencies with hundreds of 
different railroads maintainirg their separate existence. But two 
railroads enter the city of New York. The New York Central is 
the only railroad having a freight terminal in Manhattan and it 
uses every possible means to keep other railroads out. A half 
dozen other systems maintain separate terminals on the Jersey 
shore. They ought to be united into a single great terminal. And 
they ought all to use the Pennsylvania and New York Central facil- 
ities in New York City. In Chicago there are a score of terminals; 
a half dozen great passenger stations. There is tremendous wastage 
in real estate and in investment, and far greater wastage to the 
industrial life of the city. 

In those countries where the railroads are owned by the govern- 
ment there is usually but one union passenger terminal. The pas- 
senger stations are commanding structures. They are the portals 
of the city. AU railway lines enter there. This means great 
convenience to the public and great economy in operation. 

Even greater wastage is involved in the suppression of the 
water transportation facilities of America. The railroads own the 
water fronts of our cities. They will not develop them or permit 
them to be developed because water transportation is cheaper than 
rail transportation. It costs one-seventh es much to carry freight 
by water as it does by rail. As a consequence coast-wise shipping 
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is discouraged or destroyed. Our rivers carry less freight }han they 
did a quarter of a century ago. Canals have been bough Up, or 
through political control of the state they have been put out of 
business. The Great Lakes from Duluth to Buffalo, the greàtest 
water-way in the world, is little more than a private possession of the 
railroads and the steel trust. The government has spent tens | 

millions of do!lars on harbors, almost every one of which is under the 
control of the railroads and the iron and steel industries. A gen- 
eration ago the Great Lakes were covered with independent fleets. 
They have been put out of business. Shipping has decreased. 
This water-way is almost a private possession; while great cities are 
unable to make use of the water-fronts for the upbuilding of in- 
. dustry or transportation. The State of New York has spent tens 
of millions of dollars on the Erie Canal. It carries less tonnage 
than it did & quarter of & century ago. It should be part of a 
continuous water transportation system from Duluth to the sea- 
board. P 

Only the government can work out an integration of rail 
and water transportation as has been done in Germany and Bel- 
gium, in which countries heavy bulk traffic is carried by water, the 
railroads being reserved for other freight. Immenge economies can 
be made in transportation, and great savings in constructural ar- 
rangements and motive power if the rivers, water-ways and seas are 
permitted to perform the service for which they are naturally in- 
tended. This is only possible to the government itself. 

Similar colossal economies can be brought about through the 
substitution of hydro-electric power for coal. There is two mil- 
lion horse power going to waste in New York State alone. There 
are rivers that could he harnessed. Even the Mississippi could be 
made to operate our railroads; while the Rocky Mountains and 
Sierra Nevadas would provide sufficient power to free the railroads 
of the west from dependence upon coal. A great hydro-electric 
development organized in a comprehensive way would provide 
power and light for industry, for our cities, even for the farmers. 
Such.a program has been carried out in Switzerland, in Bavaria, in 
the province of Ontario, in which states the white coal is supplanting 
the black coal, with immense savings to industry. 

It is probable that the consolidation of the railroads, the uni- 
fication of terminals, the utilization of motive power and cars to 
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their.capacity would involve savings of hundreds of millions of dol- 
lars in transportation cost. Similar economies would be made 
through the substitution of water for rail transport. ‘This would 
amount to tens of millions annually, while the substitution of 
hydro-electric power for coal woula mean great economies in trans- 
portation costs and a saving of our fuel as well. 


INTEGRATION OF OPERATION 


.  'The railroads of the country should be organized like an army. 

There should not be hundreds of different railways, each one anentity 
by itself. The 240,000 miles should be organized as a unit. It is 
far easier to mobilize railroad service where needed than it is to 
mobilize an army. If the cars and motive power of the entire coun- 
xy were directed from a single po-nt as are the Pullman cars, the 
express service, the refrigerator cars, the fast freight lines, there 
would be adequate facilities for the needs of the country, and a 
great speeding up in their use as well. 

Similar economies would be mede in the accounting and clerical 
operations. Today millions of different rates and classifications 
are made, which require endless bookkeeping. They involve con- 
fusion for railroads and shippers. This could be done away with 
by unification of transportation and the simplification of classi- 
fications. i 

There are tens of thousands of agents who solicit freight for 
competing lines. There are thousands of other men engaged in st- 
tending to the details of inter-railway reletions. In every large 
city there are a score of competing ticket offices and competing 
representatives of distant freight lines, all of which cost has to be 
maintained’ by the public. Every railroad maintains a highly paid 
legal staff. The best legal talent of the country is identified with the 
railroads; and a large part of their effort is devoted to controversies 
with the Interstate Commerce Commission, with state railroad com- 
missions, with controlling local politics, with looking after the 
political side of railroading. This involves a waste of millions of 
dollars. In addition, each railroad maintains its corps of highly 
paid officials, many of whose salaries equal that paid the President 
of the United States. Many of these officials are appointed through 
favor. These high salaried officials could be largely dispensed with 
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if the financial motive of railroading were ended and the transporta- 
tion agencies were dedicated to transportation alone.! 

Millions of dollars more are spent each year in publicity, on ad- 
vertising, on making public opinion. Immense sums are paid for 
the stimulation of traffic over particular lines. The losses to the 
public from wasteful competizion and from political activities are 
colossal. - 


ECONOMIES 


But these economies are relatively small in comparison with 
the great savings that would come from public ownership. In the 
first place government securities bear but 4 per cent or 5 per cent 
interest. In peace times government securities are issued at, from 
2% per cent to 3 per cent. Railroad managers insist upon a very 
much higher return. If 2 per cent were saved upon the securities 
of the railroads, it would amount to $400,000,000 a year, or nearly 
twice as much as the total budget of the Post Office Department. 

In addition the railways are taking immense sums out of earn- 
ings every year and investing them in the property. This is the 
way betterments, improvements and extensions are made. Hun- 
dreds of millions of dollars are collected from the public each year 
and converted into capitalization, upon which the public is then 
asked[to pay interest and dividends. It is probably true that bil- 
lions of dollars of the present capitalization of the railroads has been 
taken from the people in excessive charges and converted into capital . 
&ceount. 

Along with this railroads are capitalizing and insisting upon 
payment of their increasing land values. Land connected with the 
city terminals and rights of way is increasing rapidly in value. 
Agricultural land doubled in value between 1900 and 1910. City 
land increases with about the same rapidity. A single railroad in 
one of the southern states in ics hearing before the Valuation Com- 
mittee of the Interstate Commerce Commission insisted that it be 
allowed $880,000 for land that had cost but $71,000. 

It is probable that several billion dollars have been added to the 
capitalization of the railroads from the unearned increment of land 

1 The salaries paid administrative officials by the railways amounts to 
$340,000,000 a year. As to how much of this is for salaries of men engaged in 
the actual operation of the properties is not discussed. 
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and rights of way held by the railroads. Thisisasocial value. It 
is created by the community. It is traceable to the growth of 
population, to industry, to the increasing congestion of the country. 
Upon this valuation, which is being increased at the rate of hundreds 
of millions every year, dividends are demanded, while the demand is 
being made that the people shall pay for a social value which they 
themselves have created. 

All of these increments in value could be saved to the com- 
munity under government ownership. Then betterments made out 
of earnings: would be owned by those who made them; while in- 
creasing land values would remain community values, which they 
are in offect. 


Fran THe Resources OF ÁMHRICA 


The report of the Pujo Investigating Committee made in 1913 
showed a remarkable pyramiding of banking, transportation and 
industry. Practically all of the great transportation systerns of 
America were under the control of four great banking syndicates 
located in New York. Railroading has become an agency of 
finance rather than of industry. Railroads are operated from New 
York. They are no longer operated for the promotion of the in- 
dustrial life of the state. Moreover, and this is the gravest possible 
menace to industrial freedom, the same group that owns and con- 
trols the railroads owns and controls the industrial life of America, 
Competing industries have to compete against concerns which are 
interlocked with transportation. Even though it should be true 
that the grosser violations of a generation ago are ended, there still 
‘remain endless privileges, preferences, discriminations and rebates 
which make it dificult for new industries to operate on equal terms 
with the great combinations of capital. Moreover, the railroads 
place in the hands of the bankers control of upwards of $4,000,- 
000,000 annually. The concentration of banking capital is largely 
traceable to railway earnings, and this capital in.turn is used by 
the great banks for the maintenance of their monopolies. 

Industry in America must be free. It must be free from the 
menace of railroad discriminations and of credit discriminations as 
well. The talent’ of the country must be free from fear. It must 
be released so that it may venture freely into new industries, new 
mines and new ventures of every sort. For freedom is of the es- 
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sence of American life. And we cannot have industrial freedom 
under privately owned transportation systems. 

It is propably no exaggeration to assume that the productive 
capacity of America would be increased by billions of dollars an- 
nually if it were free from the present inadequacies of transporta- 
tion, if it were assured a free and constant outlet, and if the credit 
of America were free to encourage a competing industry rather 
than repress 1t. Public ownership is necessary to free banking. It 
is necessary to free the ingenuity, talent and labor of America as 
well. Today mines are closed two or three days a week because of 
lack of cars. Industry all over the country is strangled because of 
its inability to transport its output. Automobiles by the thousands 
are driven to their destination on their own power; millions of 
men are unakle to work full time; while invested capital is reduced 
to part time employment because of the discriminations and in- 
adequacy of the transportation agencies of the coMntry whose 
necessities have grown beyond the possibilities of private control. 


Tae ExrmRiIENCES oF OTHER CouNTRIES 


The experience of America is the experience of other countries. 
Germany suffered from the same difficulties that confront us, as did 
Italy and Switzerland. These countries found it necessary to take 
over their railroads in order that the life of the nation should move 
freely and fully, and wherever the railroads have been taken over 
the industrial life of the nation has been greatly aided by the many 
services which the government was able to render. Just as those 
agencies that are owned by the cities are operated for service and are 
integrated into the life of the community, so the transportation 
agencies become a very different thing when the motive of operation 
is one of service rather than of private profit. The greatest reason 
of al lfor public ownership is the change in the motive of railroad 
transportation, 


STATE REGULATION OF THE SECURITIES OF 
RAILROADS AND PUBLIC SERVICE 
COMPANIES! 


By Mary L. Barron, Px.D. 


POWERS AND PROCEDURE oF PUBLIC SERVICE COMMISSIONS IN 
RELATION TO SECURITY Issues oF PUBLIC SERVICE 
CORPORATIONS 


State control of the security issues of public service corporations 
has grown by slow stages from an almost complete absence of any 
checks in the era of special charters to the recent concentration, in a 
few states, of absolute power in the hands of a commission. The 
present state laws governing a public utility’s security issues are to 
be found in a few special charter acts, in general statutes, and in 
special public service commission acts. As the latter represents the 
most complete method of supervision, particular emphasis is placed 
on the analysis of this group. 

In answer to a deeply felt need of an administrative body to 
enforce the general laws in regard to railroads and public utility 
corporations, public service commissions have become so widely 
established that in 1917 there is only one state which has no kind of 
public utility commission—Delaware. Twenty-four states, how- 
ever, have failed to confer on their commissions power to regulate 
the issuance of securities. Commission control of securities is, 
therefore, absent from twenty-five states. 

All degrees of power from publicity to absolute control have 


1 No secondary material has been usec in the preparation of thisarticle. The 
Public Service Commission Act (summarized in Table I) and the codified laws 
(Table II) of each state have been analyzed to discover in what manner the 
security issues of railroads and of public service companies have been subjected to 
regulation. Since the tables have been arranged so that the exact citation for any 
subject is easily found, footnote references have been omitted when a statute is 
analyzed in the taxt. 

? Alabama, Arkansas, Colorado, Connecticut, Florida, Idaho, Iowa, Kentucky, 
Louisiana, Minnesota, Mississippi, Montana, Nevada, New Mexico, North 
Carolina, North Dakota, Oklahoma, Oregon, South Carolina, South Dakota, 
Tennessee, Utah, Washington, Wyoming, 
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been conferred over securities on the remaining commissions. 
Rhode Island’s one-paragraph provision covers only the stock, and 
not the bond, issues of street railways. The powers and the work of 
this commission in the matter of securities are so slight as to amount 
to non-regulation. The Pennsylvania and Virginia commissions 
are of the pure publicity type, their work consisting of the filing of 
notices of increases of securities. There are ten commissions that 
are limited to inquiring into the truth of the statements in the corpo- 
ration’s application for approval. Texas has a very stringent law, 
but one that is enforced not so much through the powers conferred 
directly on the commission as through the severity of the penalties 
imposed upon the corporation for any infringement. 

Some initiative is permitted all the other conimissions by 
statute. Besides determining the truth of the statements in the 
application, the commissions of Massachusetts, New Hampshire 
and New York have power to specify the purposes and to determine 
the amount of securities reasongbly necessary. The commissions of 
Ohio and Wisconsin have the additional power to decide the char- 
acter of the securities and to define the terms of issue. 

Four ccmmissions have complete and unrestricted power over 
security issues, that of Vermont deriving its authority from a general 
provision to prevent overcavitalization, and those of Arizona, 
California and Ilinois from detailed provisions in special public 
service commission acts. 

Less than 20 per cent of the public service commissions have 
any discretionary powers on questions of capitalization. So in- 
complete are most of the laws that many commissions, though not 
permitted by law, have imposed conditions in order to make their 
control effective in any degree. Commission control over the capi- 
talization of public service ccrporations, and particularly of rail- 
roads, is neither universal nor uniform. 

The public commission ests provide for the enforcement of 
commission control over the security issues of public service corpora- 
tions and o? railroads by prescribing the proceedings necessary, to 
validate an issue. 

Previous permission of the commission, evidenced by a certifi- 
cate of authority, must be hed in eighteen states for all securities 

? District of Columbia, Georgia, indiana, Kansas, Maine, Maryland, Michigan, 
Missouri, Nebraska, New Jersey. 
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issued by a railroad company.‘ The public utility corporations of 
the same states, with the exception of Texas, are subject to the same 
provision, and also those of the District of Columbia and Indiana. 
Rhode Island requires such authority for the stock issues of street 
railways. The Pennsylvania commission has no power on its own 
initiative to certify to an issue, but must do so if the corporation 
applies for & certificate of valuation. In Texas, the certificate is in 
the form of a notice to the Secretary of State that the law has been 
complied w:th, especially that the particular issue does not exceed 
the value of the property covered by it. The certificate of the other 
commissions states the amount, purposes and character of the issue; 
that the amount is not in excess of the amount required for the 
specified purposes; and that no part of the amount, except when 
permitted in reference to bonds, is chargeable to operating expense 
or income. When the commission has power to impose conditions, 
these are also set forth in the certificate. 

A necessary prerequisite to the issue of a certificate is an applica- 
tion by the corporation for approval. The Texas law does not 
require & previous application, but the rules of the commission call 
for it in all cases. The laws of several states contain only a very 
general clause, demanding a written application to be made,’ 
while others prescribe the contents of the application. The ap- 
plication contains information on the same subjects to which the 
commissions must certify in their certificate of authority, namely, the 
amount, character and purposes of the issue, the terms of the issue, 
and a description and estimated-value of any property or services 
that are made a, basis of the issues. 

In two states, Pennsylvania and Virginia, the filing of a similar 
statement, called a Certificate of Notification in Pennsylvania, meets 
all the requirements of the law, and the corporation is subject to no 
further cortrol in matters of capitalization. The duty of the com- 
missions oi these states is fulfilled by placing this statement on 
public file. : 

Previous investigation of the statements in the application is 
definitely provided for in the statutes of many states, and in the 

1 Arizona, California, Georgia, Illinois, Kansas, Maine, Maryland, Massachu- 
getta, Michigan, Missouri, Nebraska, New Hampshire, New Jersey, New York, 
Ohio, Texas, Vermont, Wisconsin. 

5 Georgia, Maine, Massachusetts, Michigan, New Hampshire, Vermont. 
* Indiana, Kansas, Ohio, Wisconsin. 
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ease of almost every application the commission conducts an in- 
vestigation.” The commission must hold « public hearing, and is 
empowered to make additional inquiry, to make a valuation of the 
property of the corporation, and to examine such witnesses, books, 
docurnents and contracts, and to require the filing of such data as it 
may deem of assistance in reaching a determination. 

If the commission decides to permit an issue of securities, its 
certificate must, in several states? be recorded on the books of the 
company before securities may be issued. In other states, the 
certificate must be filed with the Secretary of State.? 

To insure the proper disposition of the proceeds of authorized 
issues, various provisions are found in the state statutes. Wisconsin 
may require the utility to perform any act necessary to carry out the 
provisions of the law. Some states permit their commissions to 
establish any rules or regulations in their judgment reasonable and 
necessary to prevent the disposition of the proceeds for any purposes 
except those designated in the order. A detailed accounting of the 
proceeds is called for by some laws," and, in practice, by all com- 
missions. 

Failure to observe any of the provisions in the act is punishable 
by penalties that operate against the security issued, the corporation, 
and the officers and employes. The laws of nine states declare all 
securities void, which do not conform to the law." There is a 
conflict of opinion as to the power of the commission to validate such 
ilegal issues. Texas," California’ and New Hampshire require 
new applications, but Nebraska! and Indiana!" validate the issue. 

? Arizona, California, Georgia, Illinois, Maine, Maryland, Michigan, Mis- 
souri, Nebraska, New Hampshire, New York, Ohio, Vermont, Wisconsin, and 
Pennsylvania in case of a Certificate of Valuation. 

* District of Columbia, Kansas, Missouri, Wisconsin. 

3 Texas, New Hampshire, Massachusetta. 

1? Arizona, Cahfornisa, Illinois, Missouri, Wisconsin. 

u Arizona, California, Ilinois, Missouri. 

7 Arizona, California, District of Columbia, Illinojs, Kansas, Maine, Ohio, 
Texas and Wisconsin. 


8 Public Utility Reports Annotated (hereafter referred to as P. U. R.). 1916, 
E531. 

4 Jd, A643, 1071. 

1$ Jd. E931. 

i Td. C24, 

17 Jd, B55. 
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If there is no need to change the terms of the issue, a validating order 
would seem sufficient, without compelling the corporation to recall 
the unauthorized securities and issue an identical new series, with 
only the authority of the commission added. The penalty im- 
posed on the utility is usually £ fine, ranging from $500 to $20,000. 
The agent may be fined $500 to $10,000 or imprisoned on a mis- 
demeanor charge in some states, on a felony charge in others, for a 
term of one to fifteen years, and, in Texas, is personally responsible 
to the creditors for the full amount of any damage sustained. 

The administrative control of security issues 18 provided for in 
state statutes by requiring previous permission of a public service 
commission, which is granted upon application and after investiga- 
tion. ‘This permission must t= recorded in some states upon the 
books of the corporation or with the Secretary of State. The pro- 
ceeds from‘ suthorized issues raust be strictly accounted for. For 
any failure to obey the law severe penalties are imposed, the least 
of which is sufficient impetus to a close observance of the provisions 
of the statutes. 

Compelled in twenty-three states to submit to some measure 
of supervision by a public commission, the public service corpora- 
tions and railroads are served with & notice in almost all states that 
the approval of the commission carries no guarantee.? The orders 
of the commission often contain the further condition that such 
authority shall not be binding upon the commission or any other 
tribunal as & finding of the value of the applicant’s property!? in any 
rate or other proceeding. These emphatic declarations that the 
commission 8 approval carries no guarantee of value or dividends 
would seem to uphold the frequently repeated assertion that securi- 
ties have ro relation to ratzs. In practice, however, the same 
commissions have considered the return on investment which & 
particular rate will yield before making any change? Inversely the 
ability of & company to meet interest charges has been the justifica- 
tion for authority to issue securities.” 

In rate valuation proceedings, the security issues almost in- 
variably have weight, even in states where there is no power granted 

18 Arizona, California, Illinois, Indiana, Missouri, Pennsylvania, Texas. 
1 P, U, R. 1915, B1072, A557, F795; id. 1916, B583, A514. 
2? P, U. R. 1916, A227, A594, C281, C1020, D25, 

z Id. 1910, A744, 749. 
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to a commission over securities. The general assurances that 
securities will be considered have been translated into positive action 
by many commissions, rates being maintained or even raised in order 
to give a favorable return on the securities.» The Massachusetts 
Public Service Commission has taken the most definite stand in this 
matter, holding that capital honestly and prudently invested must 
be taken as a controlling factor in fixing a basis for fair rates,** and 
that the approval of the commission is conc.usive evidence that the 
issue represents legitimate investment.” 

The consequence of a change of rates upon ike market value 
of securities should be carefully considered by all commissions. If 
strict observance is required of the provisions that securities are to 
be issued only in amounts necessary for proper purposes, and that 
full value in assets is turned into the corporation, the commissions 
will best guard the public’s interests by being generous and fair in 
rate questions. The ordinary risks of business, however, should 
not be insured against because of commission approval of securi- 
ties except that rates should always be sufficient to provide for 
obsolescence as well as depreciation. The best relationship between 
the corporation and the public is maintained when a fair return is 
permitted upon a fair investment, without removing the spur of 
responsibility for conservative management from the officers of the 
corporation. 


STATE Statutory LIMITATIONS ON THE lssuE or SECURITIES 


The security issues of publie service corporations that are sub- 
ject to control are defined to be stocks, stock certificates, bonds, 
notes, trust certificates, or other evidences of indebtedness, payable 
at more than twelve months after date. No one of the public 
service acts enters into more detail. The lack of exact definition 
has been a marked deficiency of allthe laws. What constitutes an 
issuance of such securities was also left for the commissions to de- 
termine. As interpreted in the various states, control has been 
extended fat beyond the original issue to bona fide purchasers, or 

2 P. U. R. 1916, D976, 1915, A618. 

13 Jd. 1916, A349, 276, 606; 1917, A255, 

* Jd, 1915, B362; 1917, A331. 

a Jd, 1915, E370, F264, 
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good out of earnings the amount, either by direct payments to a 
sinking fund, or by investments in capital assets. The New York 
Second Distriet Commission has well summarized the advantages 
accruing from permitting issues for operating i declaring 
that: 
this policy enables the companies to absorb early losses . . . . to continue 
to serve the public without interruptions uniformly attendant upon receiverships 
. . and makes them comparable to industrials and other unregulated fields 
for investment, so far as the possibilities attendant upon era development are 
concerned.@ 


Where the power to authorize issues for replacements and operat- 
ing expenses is conservatively exercised, it may prove of public 
benefit in those cases where an insufficient depreciation fund has 
been carried, and an inefficient service will result from a continued 
use of obsolete or worn out equipment. The requirement of a 
restoration to the capital account of an equal amount reduces the 
measure to a purely temporary expedient. The railroads, as a whole, 
have no need of availing themselves of this privilege. The en- 
forcement of present day stringent accountancy rules will soon 
obviate the need of any utility resorting to this method, by compel- 
ling the maintenance of adequate depreciation funds. 

The fourth group, the discharge or lawful refunding of the 
company’s obligations, presents no particular problem of interpreta- 
tion. 

The fifth group, reimbursement of the treasury for funds em- 
ployed in the extension, improvement and betterment of the proper- 
ties of the utility corporation or railroad receives unanimous ap- 
proval by all commissions, when the securities are to be sold and the 
funds turned into the treasury.® 

When such securities are in the form of stocks to be distributed 
in lieu of a cash dividend, there is a decided divergence of opinion as 
to the propriety of consenting to their issuance. The act creating a 
commission for the District of Columbia, and the laws of Massachu- 
setts, New Hampshire and South Carolina forbid serip dividends. 
The courts of South Carolina, however, have held that the capitaliza- 
tion of a new company formed to purchase the property of two exist- 

“ap. U. R. 1916, C769, D551; id. 1917, A889. 
® New York, Public Service Commission, Second District Ninth Annual 


Report, v. I, p. 7. 
#94 Atl. 193. 
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ing companies at full value, though in excess of the capitalization of 
the existing companies is not in violation of this statute, even if the 
securities are to be taken by the stockholders of the old corpora- 
tions. According to this decision, the law may be circumvented 
without very, great inconvenience and is practically nullified. Some 
commissions, a8 Ohio, favor the sale of such securities, in place of a 
direct issue to the stockholders, and the distribution of the funds as 
a cash dividend.* 

Many state laws permit stock dividends in an amount rep- 
resented by actual investment in the corporation of net earnings.® 
The commissions of Californis,** Illinois, Indiana! and New Jer- 
sey® have rendered decisions to the same effect. The advantages of 
permitting stock dividends are several. Some surplus is essential to 
every corporation to provide for emergencies and to stabilize divi- 
dends. ‘To keep this in the form of idle cash is an economic waste. 
To put it entirely into outside investments, which the management 
cannot control, is a risk, to lessen which unusually small returns must 
be accepted by investing in preferred securities. By the employ- 
ment of the surplus in its own business, a corporation is enabled to 
make improvements when needed acting independent of conditions 
in the money market, and to do so without the payment of interest. 
The public is saved this interest charge, since the corporation may 
not exact interest on its own funds, but may only issue securities to 
the amount of the net property addition. With the present powers 
of investigation possessed by commissions, there is no danger in 
permitting the investment of a corporation’s surplus in its own prop- 
erty, and the distribution of a stock dividend when the improve- 
ments are completed. This is particularly just when the owners 
have refrained from all dividends in order to build up the credit of 
the corporation. 

The legitimate purposes as defined in the laws are sufficiently 
broad not to check the healthy expansion of public service corpora- 
tions entirely intrastate, but the conflicting interpretations by the 


“ P, U. R. 1915, A483. l 

® Kansas, Maine, Missouri, Ohio, Wisconsin, West Virginia (see Table II). 
5 P, U. R. 1015, C824. 

*' Td. 1915, A205. 

53 Td. 1915, A540. 

€ Id, 1915, E72. 
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different state commissions retard the fullest development of inter- 
state corporations. 

Railroads and public utilities are limited not only as to the 
character of the securities and the purposes for which they may be 
issued, but also as to what may be received in payment for securities. 
Many states have constitutional provisions to the effect that stocks 
or bonds may not be issued except for an equivalent in money paid, 
labor done or property actually received and applied to the purposes 
for which the corporation was created; that all fictitious increase of 
stock or indebtedness is void; and that neither labor nor property 
may be received in payment at a greater value than the market 
price at the time such labor was done or property received. The 
same provision is incorporated in the statutes of many states." 
The purpose of such statutes is to restrict issues to actual invest- 
ment, and they are therefore constitutional.” 

The enforcement of these provisions is left entirely to the 
directors in several states, and their judgment may be reversed only 
in fraud proceedings.” If the issue is for other than money, Iowa 
requires the consent of the Executive Council of State, which, if 
necessary, May make an investigation and ascertain the real value 
of the property to be transferred. In Vermont the issue of shares 
of stock for property is subject to special approval by the share- 
holders, to whom all particulars must be submitted.'5 Other states 
have made it the duty of their commissions to enforce the provisions 
as to the form of payment. In Virginia, if the securities are issued 
for property or services already received, the comunission may in- 
vestigate the value of the property. "Texas requires special approval 
of the commission if bonds are to be issued in advance of the com- 
pletion of a railroad. In Wisconsin, a railroad or utility is restricted 
in the issue of securities for services or property to the true money 
value, as determined by the commission, in an amount equal to the 

70 Alabama, sec. 234; Arizona XV, 4; Arkansas XII, 4; California XII, 11; 
Delaware IX, 3; Idaho XI, 9; Illinois XI, 13; Kentucky, sec. 193; Louisiana, sec. 
206; Mississippi, sec. 196; Missouri XII, 8; Nebraska XI, 5; South Carolina IX, 
10; South Dakota XVII, 8; Utah XII, 5; Virginia, sec. 107. 

n See Table II under payment. 

71 P, U. R. 1915, A618 (Massachusetts). 

% Delaware, Pennsylvania, South Dakota, West Virginia. 


% Code 1913, sec. 1641b. 
% Laws of 1910, 143, sec. 6. 
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face value of the stocks and not less than 75 per cent of the face 
value of the bonds. 

The decisions of the commissions %conflict as to the proper 
measure of the value of the property, whether actual cost, reproduc- 
tion new, or present value. The Maryland commission refused to 
authorize the issuance of securities beyond the value of a public 
service company’s property, although the company had actually 
expended in the plant a larger sum than it sought to capitalize.” 
In contrast, New Hampshire granted authority to issue securities to 
cover the actual cost of construction, although a valuation showed _ 
a present cost of reproduction new somewhat less than the actual- 
eost." The Texas law permits the purchasers of a railroad to issue 
securities to the full value of the property, irrespective of the pur- 
chase price. The California commission gave consent to a reorgani- 
zation plan that involved the issue of securities beyond the value set 
by the company.'* In Maine, a company was denied the right to 
capitalize more than the purchase price. Extreme liberality was 
displayed by the Maine commission in another case, when it author- 
ized the issue of bonds, although the company had no physical 
property.9 Such inharmonious decisions introduce a measure of 
uncertainty that is particularly disturbing in the case of railroads 
that are national in scope, whatever the‘length “of line in*any one 
state. 

These same principles apply to reorganizations and consolida- 
tions. Georgia and Wisconsin limit issues of securities in such 
cages to the fair value of the property. The California commission 
has not been strict in valuations for this purpose, in one case making 
no effort to eliminate undue expense in connection with the property.® 
Several states provide that the stock of consolidated corporations 
must not exceed the aggregate capital stock of the corporations 
consolidated at the par value and any additional sum paid in cash.® 
The total amount of securities that may be issued upon the re- 

7 p. U. R. 1915, A812. 

n P, U. R. 1915, E031. 

"* Id, C807. 

7? Td, 15109. 

* Id. 1916, D260. 

& Jd, 1015, F569. 

£ District of Columbia, Illinois, Maryland, Missouri, Nebraska, New York, 
Ohio. 
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organization of a corporation is limited to the fair value of the prop- 
erty in Pennsylvania, as determined by the commission in Illinois, 
New York and Texas. Ohio permits an issue to the full value of the 
old securities. When the amount of securities is conditioned 
on the sum of the securities of the separate companies the new 
issues partake of all the evils of the old. If the par of such securi- 
ties is more than the real value of the properties, the ''water" 
is not eliminated. If the par represents less than the real value, the 
owners are penalized to the extent of the difference, when they should 
be rewarded for their thrift in increasing the assets of the corporation 
out of savings. The issue of securities to the fair value of the prop- 
erty, as determined by the commission, whether greater or less than 
the par of the old securities, is the most just method, and the only 
one really ensuring value received. 


Par VALUE AND SELLING PRICE 


If the many state laws which limit securities to a reasonable 
amount for lawful purposes and require the corporation to receive 
value in full, were universally executed, no stock would sell for less 
than par and bonds would sell for their,exact value, a condition only 
approximated in a few states. 

The par itself, as prescribed in the statutes, is far from uniform. 
Some states leave the decision to the board of directors. In Ten- 
neagee, railroad stocks may be issued with a par of $100 or less. In 
Colorado, the par may vary from $1 to $100, in Maryland and 
Pennsylvania it must be $50, in the majority of states it is placed 
at $100.8 Railroad bonds may have a par of $50 in Iowa, $100 in 
Massachusetts and Vermont, $500 in Nebraska, and $1,000 in 
Wyoming. The maximum interest on bonds, which partly deter- 
mines market price, is fixed at 6 per cent in Texas, 7 per cent in 
Arkansas, Massachusetts and Ohio, at 8 per cent in Iowa, and at 10 
per cent in Michigan, Nebraska arfd Wyoming. 

The par of the.securities of many corporations has no relation 
to the value of the property, and consequently the selling price and 
the par value are rarely equivalent terms. The states which have 
not conferred on their commissions power to regulate securities give 

8 Arizona, Connecticut, Florida, Georgia, Massachusetts, Michigan, Missis- 
sippi, Montana, Nebraska, New Hampshire, Vermont, Virginia (See Table I, 
Par’), 
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the directors full power to set the price. Virginia also leaves the 
price to be determined by the directors. Some commissions have 
unlimited power to fix prices. Ohio has agreed to a price as low 
as 80 for stocks, the policy of the California commission is not to 
allow a price less than 80-85 as a minimum,® and Illinois requires 
par to be received. ‘The sale of stock at less than par is permitted 
in Indiana and Georgia if agreed to by the commission, which, 
except in such a case, does not have power to fix the price. Railroad 
stocks may not be sold for less than par in Maine. In the case of 
other utilities, the commission will not authorize the sale of a stock 
at less than par by a new corporation, but holds itself free to do so 
in the case of an existing corporation. Other commissions require 
all stock to be paid in full.” 

An exception to the requirement of all sales at par is made in 
New York in the case of convertible railroad bonds. The New York 
law authorizes the conversion of railroad bonds into stock at less than 
its par value, but not less than the market price at the time of the 
stockholders’ consent to the bond issue.8® In Maine, Massachusetts 
and New Hampshire railroad stocks must be sold neither for less than 
par nor less than the market price.9? The same law holds for public 
utilities, except in Maine where the commission may permit the sale 
of such stock for less than par, but has refused to do so in the case of 
any new company.” In these states the stock must first be offered 
to the stockholders, and all shares not'so disposed of must be offered 
at public auction under the same restrictions as to par and market 
price. With the exception of the New England states, it is not 
customary for the commission to set the price, if above par, but the 
rule is that the sale be made at the highest price obtainable, not less 
than par. 

To require bonds to be sold at par is the exception. The Mas- 
sachusetts commission discourages the sale at less than par. The 


Maine commission, however, holds that it is not its policy to refuse - 


9 Arizona, California, Illinois, Ohio. 

5 pP. U. R. 1916, C779. 

& Id, 1915, C861. 

*' Michigan, Missouri, New Jersey, New York, Texas, Wisconsin. 

88 Railroad Law, sec. 8, sub. 10. 

V? See Table H under Selling Price. 

*? P, U. R. 1915, C361; also Maine, Public Utility Commission Report, v. 
II, p. 298. 


on Soa 
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to authorize issues of bonds for less than par.$? The minimum price 
in Indiana and Wisconsin is 75 per cent of par.?? Texas requires that 
full value be received for bonds, preventing & sale for less than par®. 
Some states permit the sale of bonds at the price determined by the 
board of directors.? Missouri has allowed bonds to be sold as low 
as 70, and Illinois for 73. New Jersey and Michigan favor a mini- 
mum of 80. The price of bonds is determined by such factors as 
the rate of interest, the life of the bond, the degree of security, 
the method of payment and any privileges, such as the right to 
convert into stock. The price is determined by the current rate for 
money for similar investments, and a uniform price is neither possible 
nor desirable. 

The difference between the face value of the bonds and the 
selling price measures the cost to the corporation of obtaining money 
at a given rate of interest. ' The Iowa law is based on a false founda- 
tion, which authorizes the bond discount to be taken into account 
as an element of value in fixing the amount of capital stock that 
may be issued.? Bond discount is an expense, which the state 
commissions, in all valuation proceedings, require to be amortized 
out of income.” 


SUMMARY AND CONCLUSION 


The charges of incompleteness or inadequacy or both may be 
placed against many of the laws controlling the security issues of 
railroads. Where no special administrative body is entrusted with 
their enforcement, they remain inoperative, unless some noteworthy 
misapplication of power by the directors arouses public opinion. 
The pure publicity provisions in the public utility acts of Pennsyl- 
vania and Virginia are no improvement over all absence of com- 
mission control. Filing as a public document is not synonymous 
with making public. More complete information is more readilv 
obtained from banker or stockbroker. The expenses of manage- 
ment of railroads and public service corporations are increased with- 
out any benefit to the public, the investor or the corporation. 

3! Delaware, Iowa, Louisiana, Nebraska, Utah and Wyoming, see Table II, 
final column. 

z Code 1913, sec. 1641b. 

9 California P. U. R. 1915, E197; District of Columbia td. 1915, B546; 
Illinois 1d. 1915, A804; Massachusetts td. E370, Missouri td. 1916, E544; Ohio id. 
1916, E670. 
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Slightly more justifiable are the statutes which require the 
commission to investigate the statements made in the application. 
The mandate resting on these commissions, however, either to 
accept or reject the application in the form submitted, has caused 
them to exercise extra-legal powers by imposing conditions. Such 
action is proof of the inadequacy of the law. It is the law as it 
stands, and not as enlarged by the dangerous practice of reading into 
it increased powers, that is to be criticised. Judged on its own 
merits this type of control is highly deficient, for it imposes more 
burdens than pure publicity, while the gains are only problematical, 
certainly not proportionately greater. 

Some power should be granted the commission to modify the 
application, with due recognition that the danger from extremes is 
not less in granting too much than in granting too little discretion. 
So long as salaries are low, qualifications for public office less, and 
the power of appointment exercised to distribute political plums 
rather than to reward ability, it is inviting disaster to substitute un- 
conditionally the judgment of public officials for that of persons of 
long special training. The value of commission control rests upon 
the ability of the commissioners to act as detached, impartial ob- 
servers, checking but not replacing the decisions of corporate ofh- 
cials, whose judgment may be warped by too narrow attention to a 
single interest. 

Present legislation is, as a whole, unsatisfactory, protecting 
neither the public nor the corporation and its investors. Despite 
its imperfection, this legislation has been in response to & rapidly 
growing realization that the physical plant of a railroad or public 
utility is not a gift out of the clouds; that regulation of rates and 
services is only partial regulation, necessitating the inclusion of 
securities to round out the circle. 

Control of securities is necessary to protect the corporation 
against itself. In fact, “Chapters in Erie," the Chicago and Alton 
deal and similar abuses of corporate powers gave rise to the agitation 
for the control of securities. The recent financial troubles of the 
Rock Island, the Frisco and other railroads are modern evidences 
that the corporation might profit from a review of the directors’ 
decisions by an impartial tribunal. 

Protection of the investor is also of vital interest. Until re- 
cently his claims were disregarded. Existing investments could be 
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submitted to any number of burdens without the possibility of 
escape. The holder of free funds, however, notes all such tendencies 
and is quick to divert his money into more promising channels. 
With a dull market for railroad or other public utility offerings, the 
public fails to acquire needed facilities, and is thus impressed with 
the justness of the investors’ claims. 

The public itself is most directly benefited by security control. 
It is often asserted that securities have no bearing upon rates, and 
commissions declare that they do not take them into account. 
But a careful investigation of the proceedings of any commission 
will reveal instances in which the rate was based upon the condition 
of the corporation’s securities. Always a return is insisted upon. 
“Tt is the setting in which the problem (of rates) is most frequently 
submitted for judicial consideration,” the Interstate Commerce 
Commission has declared. Aside from rates, every reorganization, 
the direct product of unwise security issues, upsets the business 
equilibrium of the entire country. Unwise security issues also react 
to the detriment of the public by poorer service, inadequate main- 
tenance and depreciated equipment. 

Present regulation does not solve the problem of proper security 
control, yet some regulation is expedient. The first step needed to 
clarify the situation is to distinguish between corporations that are 
interstate and those which are intrastate or local in character. 
Railroads and corporations controlling facilities essential to the 
efficient operation of the railroads are of chief interest in the first 
class, but whatever corporations are placed under the control of the 
Interstate Commerce Commission should be included. A rail- 
road’s securities are the sine qua non of its establishment and exten- 
gion, are co-existent with each foot of its line, and cry out for uni- 
form treatment, possible solely through national control. More 
detailed consideration of federal control is not required here, except 
to remark that the securities of interstate corporations should be 
placed under the sole and exclusive control of a central federal body, 
an adjunct of the Interstate Commerce Commission, and forming a 
part of a rational scheme of complete federal regulation. - 

Federal regulation of only interstate corporations leaves a very 
wide field to the states. Light, heat and water companies and 
street railways are a few of the corporations whose securities should 


* Interstate Commerce Commission, 22d Annual Report, p. 86. 
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be regulated by state commissions. Appointment to such com- 
missions should have some more efficient base than political prestige. 


Commission control should be positive, for there is no need to . 


regulate the well managed corporation, and the fear of publicity 
"will prove inadequate to prevent the unscrupulous from enriching 
themselves. 

The bread pill stage of regulation must be put behind, whether 
the regulation is to be by state or federal commissions. Thorough 
investigation and valuation should be made before approval is 
granted. Restrictions should be placed upon the power of the 
commission as well as upon the corporation. It should be unlawful 
for the commission to authorize issues far in excess of the value of the 
property. There is no reason for the commission to decide the kind 
of security, except to prevent an unsafe proportion of debts to owner- 
ship shares. Supervisory power over prices is sufficient, although a 
minimum price for bonds and no par for stock might add efficiency 
to the legislation. The duty of the commission to follow up the 
disposition of the proceeds from the sale of securities is no less im- 
portant than the approval itself. Finally, uniformity is desirable 
for all security legislation, since the investment market is national. 

The beneficial results of the right kind of legislation are in- 
calculable. No legislation causes a haphazard, mushroom growth. 
Irrational legislation destroys the fine network of confidence with- 
out which the inflow of funds will soon cease and development come 
to a standstill. Rational legislation instills confidence, so that the 
full complement of needed funds is secured quickly and cheaply. 


DESIRABLE SCOPE AND METHOD OF FEDERAL 
REGULATION OF RAILROAD SECURITIES 


By Max THELEN 


In preparing a paper on “Desirable Scope and Method of 
Federal Regulation of Railroad Securities,” as I have been requested 
to do, it is necessary to make a number of assumptions. The 
writer of such a paper must assume for the purpose of the paper 
that railroads will remain in private ownership. 

It may be assumed, furthermore, that it is not necessary in this 
paper to demonstrate the necessity m publie regulation of railroad 
securities. Heretofore, it has at times been urged that railroad 
securities have nothing to do with the regulation of railroad rates, 
service or facilities and that, accordingly, thére is no necessity for 
„public regulation of their issue. It seems clear, however, that a 
railroad whose financial structure is unsound not merely has great 
difficulty in maintaining reasonable rates and adequate service but 
also finds it practically impossible to secure new funds for necessary 
additional capital expenditures. The predicament of the railroads 
which, even before the outbreak of the war, found themselves unable 
to secure the additional funds urgently needed for the enlargement 
of terminals, the construction of double tracks, the purchase of addi- 
tional locomotives and freight cars and for other capital purposes 
was largely caused by excessive security issues or an unhealthy 
preponderance of funded indebtedness over capital stock. Our 
failure in the past to provide adequate regulation over the security 
issues and the financial structures of these railroads is largely respon- 
sible for their present condition. Our difficulty has been not too 
much but too little regulation. 

The title of this paper presupposes that, to some extent at 
least, federal regulation of railroad securities is desirable or neces- 
sary but that the scope and method of such regulation are open to 
discussion. In the brief and sketchy manner made necessary by the 
limits of this paper I shall address myself herein specificially to the 
desirable scope and the desirable method of the regulation of rail- 
road securities by the federal government. 

191 


2 


192 TEÐ ANNALS OF THE AMERICAN ACADEMY 


The subject will be considered under the following heads: 


1. Federal versus state control 
2. Federal incorporation 

3. Control versus publicity 

4. Proposed statute 


1. FEDERAL Vmrsus STATE CONTROL 


Heretofore the federal government has made no provision for 
the regulation of the issue of railroad securities. In the absence of | 
action by the federal government, twenty-one states have provided 
for such regulation by their respective railroad or public service 
commissions.! 

In determining whether regulation in a given field of railroad 
activity should be exercised by the federal government or by the 
state governments, I have always been of the opinion that the 
federal government should do whatever the federal government can 
best do for our people and that the state governments should do 
whatever they can best do. The test is the good of our people as a 
whole and not whether a favor shall be extended to the federal 
government or to the state governments. 

Applying this test to the railroad situation, I believe that the 
regulation of local service, facilities and police regulations can best 
be done by local authorities. The same conclusion follows, in my 
opinion, with reference to local rates, with the proviso that legisla- 
tion should be enacted by the federal government providing for 
coöperation between the Interstate Commerce Commission and the 
affected state commissions in the so-called Shreveport situations, 
involving alleged discrimination between interstate rates and intra- 
state rates. 

However, applying the same test to the issue of railroad securi- 
ties I have long since reached the conclusion that authority over the 
issue of securities of railroads engaged in interstate commerce should 
be exercised exclusively by the federal government. This conclu- 
sion is based not merely on an abstract study of the situation but 
also on an experience of five years as a member of a state railroad 
commission charged with the duty of regulating the issues of securi- 

1 For a detailed analysis of what the states have done in regulating railroad 
securities, see article in this volume: “State Regulation of the Securities of Rail- 
roads and Publio Service Companies."  [Eprrom.] 
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ties of all classes of public utilities, including railroads engaged in 
interstate commerce. 

The reasons for this conclusion may be stated very briefly. 
Referring first to capital stock, no state can control the issue of 
stock by & railroad company incorporated in another state. In 
‘order to escape regulation of the issue of its capital stock it is now 
only necessary for a railroad company to incorporate in some state 
which does not provide for regulation of the issue of the capital 
stock of railroad companies. The only way to meet this situation 
is to provide for regulation by the federal government. Referring 
now to bonds, efficient and economical financing requires that rail- 
road obligations evidenced by bonds shall constitute a lien upon 
the property of the railroad, irrespective of state lines. As a prac- 
tical matter, financing in pieces by state lines is not possible. To 
provide that application for authority to issue railroad bonds must 
be made to each state in which any portion of the property to be 
mortgaged is located is not merely dilatory and cumbersome but 
also leaves open the door to differences of opinion between the 
authorities of the various states, which differences may result in the 
defeat of the entire proposed issue. The only prompt and satisfac- 
tory control over the issue of railroad bonds is the establishment of 
exclusive control by the federal government in a single regulatory 
body. 

A number of bills introduced in Congress during the last few 
years and providing for some measure of control by the federal 
government over railroad security issues have provided, in effect, 
that the control by the federal government shall be concurrent with 
continuing control by the respective state governments. The re- 
sult of such legislation would be to add one more commission to 
those already exercising control, and thereby to introduce additional 
delays and increase the possibilities of differences of opinion be- 
tween the various public regulatory authorities. Such legislation 
would complicaté the situation and would seem to be inadvisable. 
The only satisfactory solution is exclusive jurisdiction in the federal 
government with reasonable opportinity to all affected state com- 
missions to appear before the federal authority and to be heard in 
matters affecting their respective states. 

Under the decisions of the Supreme Court of the United States 
construing federal statutes referring to hours of service, employers’ 
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liability laws, safety appliances and other fields of railroad regula- 
tion, I have no doubt of the legal power of Congress to provide for 
exclusive regulation by the federal government of the security issues 
of all railroads to any extent engaged in interstate commerce. If 
the federal government enters this field and indicates its intention 
that its regulation therein shall be exclusive, the authority of the 
states to exercise jurisdiction in this field will be effectively excluded. 
In this respect I agree with the argument presented to the Com- 
mittee on Interstate and Foreign Commerce of the House of Repre- 
sentatives in February and March, 1914 and to the Committee on 
Interstate Commerce of the United States Senate in June and July, 
1916 by Mr. Alfred P. Thom, speaking as representative of rail- 
roads whose earnings constitute 84 per cent of all railroad earnings 
in the United States. 


2. FEDERAL INCORPORATION 


The suggestion has recently been made in certain quarters that 
federal regulation of railroad security issues cannot be made effective 
without federal incorporation of all the railroads. This suggestion 
is contrary to the generally accepted view. The conclusive answer 
to the suggestion is found in the argument of Mr. Thom before the 
Committee on Interstate and Foreign Commerce of the House of 
Representatives in 1914 and in the restatement of his legal conclu- 
sions made by him in December, 1916 before the Joint Committee 
of the Senate and House of Representatives. 

The power of the federal government to create a federal rail- 
road corporation rests on its authority to establish an agency or 
instrumentality to carry into effect the powers vested in the govern- 
menf. The federal government cannot, by creating a federal rail- 
road corporation, enlarge the powers possessed by the federal 
government. Whatever the government can do indirectly through 
the creation of a corporation as its agent it may do directly as prin- 
cipal without the establishment of the agency. Accordingly, the 
creation of a federal railroad corporation cannot possibly enlarge 
such powers as the federal government already possesses to regulate 
the security issues of railroads engaged in interstate commerce. 
The creation of federal railroad corporations for this purpose is 
entirely unnecessary. 

2 McCullough v. Maryland, 4 Wheat. 316. 


N. 
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As bearing on the regulation of railroad security issues by the 
federal government, it may be appropriate at this point to draw 
attention to the fact that under the plan of federal incorporation 
presented’ by the railroads to the Joint Congressional Committee 
it Is provided that no railroad shall be permitted, after a certain 
day, to continue to engage in interstate commerce unless it has 
taken out a federal charter; that a federal railroad corporation is to 
take the place of each existing state railroad corporation; and that 
the federal railroad corporation shall, under this compulsory plan, 
have the same securities outstanding as are now outstanding against 
the state railroad corporation. In other words, by compulsion of 
the federal government, the existing railroad securities, including 
all the water therein and all the seeds of financial disease resulting 
from existing unhealthy railroad financial structures, are to be 
perpetuated in the new federal railroad corporations. That such 
legislation should be adopted by Congress seems inconceivable. 

This paper will proceed on the assumption that federal incor- 
poration of the railroads is entirely unnecessary to the adequate 
regulation by the federal government of the security issues of all 
railroads engaged in interstate commerce. 


3. CONTROL VERSUS PUBLICITY 


Considerable difference of opinion has heretofore existed on 
the question whether federal control over railroad security issues 
shall provide merely for publicity or whether it shall provide for 
affirmative action by the appropriate public authority before such 
securities may be issued. These two opposing theories are generally 
referred to as the “publicity” method and the “control” method. 

The publicity method provides that before a railroad corpora- 
tion may issue securities it must file with a designated public 
authority a statement of the proposed issue and of its financial 
condition. Having filed such statement the corporation may then 
issue the proposed securities without action by the public authority. 
The control method provides that before the railroad corporation 
may issue its securities it must first receive the approval of a desig- 
nated public authority. 

The publicity method was favored by the Federal Securities 
Commission, of which President Hadley of Yale University was 
chairman, and has been advocated by a number of prominent men - 
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in public life, including two former members of the Railroad Com- 
mission of Wisconsin. Of all the states of the Union which have 
provided for control over the issues of railroad securities, Virginia 
alone has adopted the publicity method. All the other twenty 
states which have provided for such regulation have adopted the 
control method. The chief argument advanced by those who favor 
the publicity method seems to be that under the control method 
the public authority is either legally or morally bound to authorize 
rates sufficiently high to yield a return on the security issues author- 
ized by it as well as on all the preceding security issues. As far as 
the legal question is concerned, I have seen no authority to support 
the proposition: To remove any doubt on this question, the federal 
statute could readily provide that nothing therein contained should 
be construed to imply any guaranty or obligation on the part of the 
United States with reference to the securities authorized. 
Referring to the assumed moral obligation, it seems obvious 
that in so far as past issues of securities are concerned, made with- 
out governmental action, no such assumed obligation can possibly 


exist. In so far as issues hereafter authorized by the federal govern- ` 


ment are concerned, it has never been successfully contended that 


a governmental authority which authorizes such security issues ^ 


even morally underwrites the suecess of the corporation. Due 
weight will, of course, be given to the investment made by the cor- 
poration and to the securities from which the funds thus invested 
are derived. This statement, however, by no means implies that 
the corporation is relieved from the ordinary chances which every 
business takes and that the government either legally or morally 
guarantees the success of the venture or the integrity, under all 
conditions, of the security issues authorized by it. In California, 
where the State Commission acts under the “control method," I 
have never heard the suggestion made that the state is in the posi- 
tion of a guarantor of the security issues authorized by it. I am 
also advised that in most of the other states which also have the 
control method no such suggestion has ever been made. 

The chief argument in favor of the control method is that the 
ability of the utility to render adequate service at reasonable rates 
and to fulfil the requirements of the publie for additions, better- 
ments and extensions depends very largely on the soundness and 
integrity of its financial structure, and that the construction gnd 
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maintenance of healthy financial structures for the protection both 
of the utility and of its patrons imperatively require the affirmative 
control over security issues which has now been established in most 
of the leading states of the Union. In my opinion, control over the 
issue of securities and the disposition of their proceeds is the key- 
stone of the entire arch of public utility regulation. Regulation 
which merely provides that the utilities shall file a public record of 
what they intend to do in connection with security issues would not 
have prevented the wreck of the Chicago and Alton, the New York, 
New Haven and Hartford, the Frisco or the Rock Island. I con- 
sider such regulation to be entirely ineffective and hence worse than 
no regulation. In my opinion, based on the experience in California 
and other states of the Union which have undertaken the regulation 
of the security issues of public utilities, the only effective method of 
regulation is the control method. 


4. PROPOSED STATUTE 


I shall now make a number of suggestions with reference to 
provisions to be contained in a federal statute establishing control 
of the security issues of railroads engaged in interstate commerce. 

In my opinion the control over security issues of such railroads 
should be vested in the same federal body which regulates, to the 
extent to which such regulation has been provided, their rates, 
service and safety and which ascertains the various facts entering 
into the value of railroad properties. This conclusion not merely 
seems logical, but also is in accordance with the practice of all the 
states which have provided for regulation of railroad security issues. 
In making this suggestion, however, I wish to draw attention to the 
fact that no branch of public utility regulation requires more prompt 
action than requests for authority to issue securities, and to suggest 
that if this authority is vested in the Interstate Commerce Com- 
mission, adequate machinery must be provided so that the authority 
may be promptly exercised. 

The statute, in my opinion, should apply to all railroads which 
are engaged in interstate commerce but should not, for the present, 
include street railways. 

The statute should apply to holding companies as well as to 
operating companies. I am not in sympathy with the suggestion 
that the regulation should not apply to railroads which are located 
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entirely within the limits of a single state. If such railroads are 
engaged in interstate commerce, as most of them are, they should 
be just as much subject to regulation of their security issues by the 
federal government as the railroads whose situation differs only in 
the fact that they happen to cross a state boundary line. The test, 
in my judgment, should be whether the railroad is to any extent 
engaged in interstate commerce and not whether its tracks and ties 
happen to be located entirely within the boundaries of a single 
state. 

The statute should state the purposes for which railroad securi- 
ties may be issued. These purposes are generally defined in the 
state statutes to ‘be the acquisition of property; the construction, 
completion, extension or improvement of facilities; the improve- 
ment or maintenance of service; the discharge or lawful refunding 
of obligations; and the reimbursement of moneys expended from 
earnings or from other moneys in the treasury of the utility not 
secured from the issue of stocks, bonds or other evidences of indebt- 
edness, for any of the aforesaid purposes. 

The statute should provide that no railroad corporation sub- 
ject thereto should have authority to issue any stocks or stock cer- 
tificates or any bonds, notes running longer than a specified term, 
or other evidences of indebtedness unless a, petition asking authority 
to make the issue has first been filed with the Interstate Commerce 
Commission and the Commission has made its order thereon speci- 
fying the issue which is authorized, and stating the amount thereof 


and the purpose or purposes to which the issue or the proceeds - 


thereof may be applied. _ 

I consider it unwise to have the statute specify in detail the 
contents of the petition. It would be far more desirable, in my 
opinion, to have the statute provide that applications should be 
made in such form as the Interstate Commerce Commission may 
from time to time determine and prescribe and that the Commis- 
sion should have the power to establish rules and regulations govern- 
ing the contents of the petition and the procedure in connection 
therewith. The experience of the states shows the wisdom of a 
statute unencumbered by unnecessary detail and providing flexible 
regulation within the definite principles established by the statute. 

The statute should provide that notice should be given to the 
railroad commission or public service commission or public utilities 


oe 
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commission or other appropriate authority of each state in which 
the petitioner operates, with the right on the part of such states to 
appear before the Interstate Commerce Commission and to be heard 
upon the application. The Interstate Commerce Commission 
should be authorized to give such additional notice as in its judg- 
ment is necessary and to hold such hearings as it considers advisable. 

The statute should provide that the Commission may by its 
order grant permission for the issue of securities in the amount 
applied for, or in a lesser amount, or not at all, and that the Com- 
mission should have the right to attach to the exercise of its per- 
mission such condition or conditions as it may deem reasonable and 
necessary. The power of the Commission to impose conditions in 
its order is a matter of very great importance and should not be 
overlooked in the framing of the statute. 

The Interstate Commerce Commission should be authorized to 
require the railroad companies, in such form and detail as the Com- 
mission may consider advisable, to account for the disposition of 
the proceeds of securities authorized and to establish rules and regu- 
lations to insure the disposition of the proceeds for the purpose or 
purposes specified in the original order or in such amended or sup- 
plemental orders as the Commission may from time to time make. 

The statute should provide that the Commission shall have no 
pewer to authorize the capitalization of the right to be a corpora- 
tion, or to authorize the capitalization of any franchise or permit 
in excess of the amount (exclusive of any. tax or annual charge) 
actually paid to any public authority as the consideration for the 
grant of the franchise, permit or right. Franchises are granted by 
public authorities to enable private capital, as agent for the public, 
to exercise functions which the public itself might directly perform. 
To have private capital ask public authorities to grant franchises 
so that such capital may perform important functions as agents of 
the public and then to have the grantees of such franchises turn 
around on the public and claim against the public values for the 
franchises thus conferred is the height of absurdity and injustice. 
When the federal government undertakes to control the issue of 
railroad securities it should be careful to insert in the statute appro- 
priate language so as to prevent the capitalization of any such 
franchises, permits or privileges except to the extent of actual pay- 
ment made therefor by the grantee of the franchise, permit or privi- 
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lege to the public authority granting the same. An ounce of preven- 
tion is worth a pound of cure. 

In order to set at rest definitely the claim that any govern- 
mental guaranty, either legal or moral, will follow from authoriza- 
tions to issue securities, it may be well, although unnecessary, to 
insert in the statute a clause providing substantially that nothing 
therein contained shall be construed to imply any guaranty or obli- 
gation on the part of the United States. 

The statute should provide appropriate penalties for its viola- 
tion. In my opinion, it is not sufficient to provide that violations 
or proposed violations may be enjoined and that persons guilty 
thereof may be fined or imprisoned. I suggest the additional provi- 
sion found in the California Public Utilities Act, to the effect that 
any security issued without an order of the commission authorizing 
the same then in effect shall be void, but that failure in any other 
respect to comply with the conditions of the order shall not render 
such security void except as to a corporation or person taking the 
same otherwise than in good faith and for value and without 
actual notice. 

Closely akin to control over security issues is control over the 
sales, leases, mortgages, encumbrances, mergers and consolidations 
of public utility properties. I suggest that the federal statute should 
provide that no railroad corporation subject thereto should thence- 
forth sell, lease, assign, mortgage or otherwise dispose of or encum- 
ber the whole or any part of its property necessary or useful in the 
performance of its duties to the publie or any franchise or permit 
or right thereunder, nor by any means whatsoever, direct or indirect, 
merge or consolidate its property with any other common carrier 
subject to the Interstate Commerce Act without having firet secured 
from the Interstate Commerce Commission an order authorizing it 
80 to do. 

There is nothing unvsual or particularly difficult in connection 
with the exercise of the powers herein suggested to be conferred 
upon the Interstate Commerce Commission. Such powers are now 
exercised in the leading states of the Union with reference to rail- 
roads and, to a considerable extent, other classes of public utilities. 
The principles applicable to such control, the proceedings before 


the commissions, the forms of the orders, the method of reporting - 


the security issues by the utility and the disposition of the proceeds 
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of such issues and every other factor connected with the problem 
have been worked out in detail by the various state commissions. 

That the exercise of these powers by these states has had a 
salutary effect in protecting both the public utilities and their con- 
sumers and in improving the sale-of public utility securities is 
generally conceded. That necessary public utility development 
continues unaffected by such regulation is shown by the fact that 
in California in excess of two hundred and thirty million dollars of 
new money has been invested in publie utility enterprises since 
March 23, 1912, the effective date of the Public Utilities Act, being 
the largest amount of such investment in any corresponding period 
of the state's history. 

By reason of the peculiar facts surrounding railroads engaged 
in interstate commerce, the control of their security issues by the 
states has not been as prompt, satisfactory and effective as the rail- 
roads, their patrons and their investors have the right to expect. 
For that reason the ineffective control over railroad security issues 
now established in a portion of the states of the Union should give 
way to prompt, effective and unified control by the federal govern- 
ment. 


THE POINT NOW REACHED IN THE FEDERAL REGU- 
LATION OF INTRASTATE RATES 


By J. A. LITTLE 


ere AUTHORITY OVER [INTRASTATE COMMERCE BEFORE THE 
SHREVEPORT CASES 


The principal motive which actuated the sovereign states in 
sending delegates to the convention which framed the Constitution 
of the United States is not mentioned in the Preamble to that instru- 
ment but is found in Article 1, Section 8, which delegates to Con- 
gress, among other things, the power “to regulate commerce with 
foreign nations, and among the several states and with the Indian 
tribes." 

The history of the period following the treaty of peace with 
Great Britain and prior to the ratification of the Constitution amply 
bears out this statement. To find a remedy for the conflict between 
the states which threatened to destroy the weak offensive and de- 
fensive alliance of the original thirteen states which was embodied 
in the Articles of Confederation, Rhode Island presented resolutions 
calling for a central body to regulate commerce; James Monroe, 
as a member of the federal Congress, brought in resolutions saying 
that such regulation was absolutely essential; and James Madison 
introduced in the legislature of Virginia and had passed resolutions 
similar to those adopted by Rhode Island with additional provisions 
calling for a convention at Annapolis to establish a better system 
of commercial regulations. 

Six states sent representatives to the Annapolis Convention of 
1786 and they, after extended discussion, came to the conclusion 
that no remedy for the evils complained of could be prescribed with- 
out drastic changes in the powers of the central government which 
would require the framing of a new constitution. In accordance 
with this conclusion the delegates to the Annapolis Convention is- 
sued the call for a constitutional convention. 

Attention is called to these facts as an aid in placing a proper 
construction upon the commerce clause of the Constitution and in 
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defining the spheres of action within which the federal and state 
governments may properly operate. 

Tt does not seem possible that there could have been any doubt 
in the minds of those who acted for the several states in ratifying 
the Constitution as to the exact power conferred on the federal 
government in connection with the regulation of interstate commerce 
since the granting of this power. to the federal government was the 
most important single purpose of the framers of that instrument. 

In the debate between those who favored and those who op- 
posed a strong central government and the Constitution of the 
United States, which provides such a government to do for all the 
states what they cannot do so well for themselves but retains for 
the several states the functions which can best be performed by 
state governments, this question was discussed. 

The supporters of the federal plan argued that the commerce 
cleuse of the Constitution permitted the new government to control 
interstate commerce only and that the states were left free to ex- 
ercise all the governmental powers which had not been specifically 
delegated.! To ensure this construction of the Constitution some 
of the states insisted upon the passage of the first ten amendments 
which were primarily designed to preserve the rights of individuals 
and the several states against any encroachment on the part of the 
federal government. 

It may therefore be said that there was no intent to deprive 
the several states of power to regulate their internal commerce by 
anv construction placed upon the commerce clause but on the other 
hand such power was clearly and specifically reserved to the states 
by the Tenth Amendment. 

This division of authority was recognized by the supreme court 
of the United States in deciding the first case arising under the com- 
merce clause? in which a state enactment was set aside because tt 
directly regulated and impeded interstate commerce and was hence be- 
yond the power of the state and not because of any lack of power on 
the part of the state to regulate its internal commerce, such powers 
being discussed and upheld in the decision of the court. 

The case just referred to is typical of many, other than rate 
cases, in which the Supreme Court of the United States has uni- 

1 The Federalist, 32, 82. 
3 Gibbons v. Ogden, 9 Wheat 1. 


204 Toe ANNALS OF THE ÁMERICAN ACADEMY 


formly held that a state cannot lawfully enact regulations of its 
commerce which operate to burden unduly or impede interstate 
commerce. In such cases involving navigation laws, safety ap- 
pliance acts, taxation of interstate commerce and related subjects 
there has been a conflict between a statute of the state and a valid 
act of Congress or, an attempted exercise, by the state, of the power 
granted to Congress by the commerce clause. 

As to cases involving the validity of state legislation fixing max- 
imum rates for transportation by railroad, or the lawful orders of 
state railroad commissions, it may be said that there has been prac- 
tically no conflict with the power of the federal government under 
the commerce clause. 

It is true that there have been many cases in which it was 
alleged that the states had interfered with or unduly burdened inter- 
state commerce but a careful examination of all such cases from 
Munn v. Illinois (94 U. S. 113) down to the Minnesota Rate Case 
(230 U. S. 352) shows that the contentions advanced as to such al- 
leged interference with interstate commerce were mere incidents to 
the efforts of the railroads to escape regulation by public authority. 

It is a significant fact and a fortunate circumstance for tlie cause 
of public regulation of carriers and utilities that the Supreme Court 
has steadfastly refused to condemn state regulation on such alleged 
grounds. 

State regulation of railroads was first attempted about 1873 
responsive to widespread complaint as to the arbitrarily unjust, 
unreasonable and discriminatory charges imposed upon the internal 
commerce of the various states by common carriers. 

It is a striking commentary on the wisdom of our federal plan 
of government to note the quick responsiveness of the state govern- 
ments to the popular demand fcr relief from oppression by common 
carriers as compared with the course of congressional action looking 
toward relief for interstate commerce from similar evils. 

In 1874 the Windom Committee reported as to transportation 
routes to the seaboard but no action was taken by-Congress. When 
the Cullom Committee reported and the Act to Regulate Commerce 
was enacted in 1887, many states had already provided railroad 
commissions with full rate-making powers. Congress did not give 
the Interstate Commerce Commission power to fix maximum rates until 
1808. 
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During the period between the enactment of the first granger 
laws and the passage of the Hepburn Act in 1906 the states had 
litigated practically every important question bearing upon the 
delegation of rate-making power to an administrative tribunal and 
the practieal enforcement of such legislation. 

At this point it seems proper to note that during the period 
of state regulation of rates prior to the passage of the Hepburn Act 
there was no complaint disclosed by any of the hearings of Congres- 
sional committees that the action of state railroad commissions was 
productive of restraint upon interstate commerce or of discrimina- 
tions against such commerce. 

On the other hand in the hearings of the Senate Committee on 
Interstate Commerce whose report preceded the passage of the Hep- 
burn Act, we do find the statement that because of the regulation 
of rates by state commissions shipments moving within the confines 
of a single state were transported at reasonable rates and that ''be- 
cause of the fact that the defendants are unrestrained as to such 
interstate rates, and by reason of the combination of such defend- 
ants whereby competition is eliminated, that such interstate rates 
are abnormally high.”* Such “burdens” upon and “interference” 
with interstate commerce clearly existed because of the failure of 
Congress to provide adequate remedies and not because of the proper 
exercise of the states’ power of regulation. 

As to the discriminations existing which might become the sub- 
ject of complaint before the Interstate Commerce Commission it 
seems proper to take the testimony of a representative of the car- 
riers who is described in the record as “possessing unusual legal at- 
tainments’’ and being “an expert on the subject of transportation" 
which is as follows: 


As a maiter of fact, all the really important controversies between competing 
localities Gvhich will furnish by all odds the most important and difficult rate- 
making propositions) grow almost without exception out of interstate rate adjust- 
ments with which state commissions have nothing to do.‘ 


It is a remarkable fact that all of the complaint against state 
regulation of rates has arisen since Congress gave the Interstate 
3 P. 69 Sen. Doc. £43, 69th Cong. 


i P. 240, Sen. Doc. 848, 69th Cong. Statement of Hon. Walker B. Hines. 
Italics mine. 
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Commerce Commission power to free interstate commerce from the 
evils referred to above. 

The Interstate Commerce Commission originally refused to 
take jurisdiction over cases involving alleged discriminations be- 
tween state and interstate rates arising out of the acts of state rail- 
road commissions or the enactments of state legislatures.’ 


Tsu Sareverort DECISIONS 


On further consideration of this subject in connection with the 
complaint of the Railroad Commission of Louisiana against the St. 
L. S. W. Ry. C. et al. (23 I. C. C. 31) the Interstate Commerce Com- 
mission held that it had full jurisdiction to hear such complaint 
and provide a remedy. 

The order of the Commission in this case held that the class 
rates maintained by the defendant carriers were unjust and unrea- 
sonable and a reasonable maximum schedule was fixed for applica- - 
tion from Shreveport, Louisiana, to specified destinations in Texas 
and the carriers were required to “abstain from exacting any higher 
rates for the transportation of any article" from Shreveport to Dal- 
las, Texas and points intermediate via the line of the Texas and 
Pacific and from Shreveport to Houston, Texas and points inter- 
mediate via the lines of the Houston, east and west Texas and the 
Houston and Shreveport, “than are contemporaneously exacted 
for the transportation of such articles from Dallas or Houston for 
an equal distance toward said Shreveport." The power of the In- 
terstate Commerce Commission to make this order was sustained 
by the Supreme Court of the United States in Houston and Texas Ry. 
v. United States (234 U.S. 342). 

Accepting the construction placed upon the Act to Regulate 
Commerce by the Court as correct for the time being let us note 
what followed this decision. 

The complaint of the Railroad Commission of Louisiana was 
broadened to include every carrier operating in the state of Texas 
and every commodity for which rates were fixed by the Railroad 
Commission of Texas and every article of commerce described in the 
western classification. 

In deciding the enlarged case 41 I. C. C. 83 the Interstate 
Commerce Commission fixed “reasonable” rates to cover traffic 


ë Saunders gnd Co. v, Southern Express, 18 I. C, C. 418, 
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moving under class rates and certain specified commodity rates 
from Shreveport, Louisiana, to all points in Texas and also required 
the establishment of the “current western classification in effect 
at the time such traffic moves" to govern all shipments within the 
state of Texas. 

There are several kapoen differences between this and the 
earlier order which was upheld by the Supreme Court of the United 
States. The earlier order dealt with retail and the later order con- 
demned wholesale discriminations in rates. I do not wish to imply 
that mere number is important, but the first order was limited to 
specific movements of traffic in state and interstate commerce while 
the last order covered any shipment whether state or interstate 
which came within range of its terms. 

In the earlier case every rate fixed by the Geminis was de- 
clared to be the "reasonable maximum” for application to inter- 
state commerce and state rates were forced to conform to that 
standard of “reasonableness” to remove the unjust discrimination 
found. In the last case the Interstate Commerce Commission fixed 
reasonable rates to apply to class and commodity rates and dealt 
with classification in the following language: 


Unquestionably the situation between Shreveport and its Texas competitors 
is such that unless the same classification applies unjust discrimination results. 
The western classification governs interstate transportation in the territory sur- 
rounding Shreveport, including transportation between Texas points and points 
in other states. In large part tt has received the indorsement of this Commission. 
Western Classification Case (25 I. C. C. 442). Considering the findings already 
made, that transportation conditions for the competitive hauls here involved are 
substantially similar, justice demands that the same classification shall apply to all. 

: We are therefore constrained to find that for the future defendants 
Mus establish and apply to transportation of property between points in Teras 
the provistons of the western classification in effect at the time such transportation 
takes place.? 

Assuming that this order is valid as to its requirements govern- 
ing classification it will be noted that: 

1. The shipper at Shreveport may complain to the Interstate 
Commerce Commission against any rate, rule or regulation con- 
tained in the classification since the order of the Commission does 
not make such rates, rules and regulations the reasonable maxima to 
apply to the interstate commerce of Shreveport. 


* Italics mine. 
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2. No shipper of freight between points in Tezas can complain 
to either the State Railroad Commission of Texas or the Interstate Com- 
merce Commission against any rate rule or regulation in western clas- 
sification because the Texas Commission may not establish any dif- 
ferent rate, rule or regulation since such action would come in '' conflict” 
_ with the power of Congress under the commerce clause by reason of the 
resulting "burden" to and “interference” with interstate commerce 
while the Interstate Commerce Commission cannot act because tt has 
never been given the power to fix reasonable rates governing intrastate 
transportation. : 

Under such circumstances the Texas shipper would find him- 
self as much without a remedy for his complaint as was the fish dealer 
in Pensacola, Florida, who complained of the alleged discrimination 
resulting from the fixing of express rates from Mobile to Alabama 
points and who was denied relief by the Interstate Commerce Com- 
mission because of its lack of jurisdiction in Saunders & Co. v. Sou. 
Express (18 I. C. C. 415) with this important difference: the Texas 
shipper cannot even test the reasonableness of the classification, 
while Saunders & Co. were heard as to the question of reasonableness - 
per se. : 
Under such circumstances it seems proper to inquire as to the 
extent of the *indorsement" which the western classification was 
given in the report of the Commission in the Western Classification 
Case (25 I. C. C. 422). In this case it became the duty of the Inter- 
state Commerce Commission to determine the propriety of changes 
in the western classification which affected 1,263 descriptions of 
articles in the classification out of a total of 6,046 descriptions or 
approximately 21 per cent of the descriptions in the tariff. Since 
each description usually covers the carload and less-than-carload 
ratings and may carry such ratings for different kinds of packages 
it is safe to say that the classification covers 12,000 to 18,000 ratings. 
The commission estimated the total change in ratings to be not over 
2,000; hence from 12 to 17 per cent of the total ratings were passed 
upon by the Commission, and many were rejected. 

Can it be possible that the sovereign states have been so effec- 
tually shorn of their power to regulate rates that they may not 
change a tariff issued by an agent of the carriers which has been “In 
large part . . . . endorsed by this (the Interstate Commerce) 
commission." Surely this cannot be the law either within the deci- 
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sion of the Supreme Court of the United States or the terms of the 
Act to Regulate Commerce, to say nothing of the Constitution of 
the United States. 

In deciding the Minnesota Rate Case supra the Supreme Court 
of the United States laid down a very high standard of proof to be 
met as to earnings, expenses and valuation of carriers seeking to 
set aside a state rate or schedule of rates because of alleged confis- 
cation. In general it may be said that such allegations must be 
sustained by clear and convincing proof. 


Missoumi RIVER NEBRASKA RATE CASES 


If the Interstate Commerce Commission is nght in its deter- 
mination that the circumstances and conditions surrounding Texas 
intrastate traffic are similar to those surrounding the traffic between 
Shreveport and Texas points, it must follow that the rates found 
reasonable as to Shreveport are reasonable as applied to Texas In- 
trastate traffic, and the rates established by Texas authorities, lower 
than such Shreveport rates, are simply less than reasonable. Can 
it be possible that the state should be deprived of its authority to 
make rates by the judgment of the Interstate Commerce Commis- 
sion that rates are less than reasonable where the proof is of a less 
formal or complete character than would be required to establish 
a charge of confiscation in a court of law? This question has been 
answered in the Missiouri River Nebraska cases at page 254, as fol- 
lows: 


The Nebraska commission does not question the duty of this Commission to 
direct the removal of unjust discriminations caused by differences between in- 
terstate and intrastate rates. It recognizes our authority under the decision of 
the Supreme Court in Houston & Texas Ry. v. Untied States, 234 U. S. 342, to 
direct the removal of such discriminations although state rates are increased 
thereby. It insists, however, that this authority may not be exercised unless the 
Commission finds, and is justified by the evidence in finding, that the intrastate 
rates are confiscatory. This position involves the assumption that a state-made 
rate or system of rates cannot be said to cause unjust discrimination unless it is 
unlewful for another reason, namely, that it is so low as to deprive the carriers 
of their property without due process of law or to deny them the equal protection 
of the laws. Such an assumption finds no support in those sections of the act 
which define unjust discrimination and undue prejudice, nor can it be justified 
in practice or on principle. This Commission is frequently called upon to deter- 
mine whether a relation of rates is unjustly discriminatory where no question is 
or can be raised as to whether any of the rates involved are confiscatory. The act 
gives it no authority to determine whether state-made rates are confiscatory — 
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The position is wholly indefensible that this Commission must inquire into an 
issue as to which it has no jurisdiction for the purpose of determining a question 
as to which its jurisdiction is not only complete, but exclusive, 


Except for this contention of the Nebraska Railroad Commis- 
sion and the views of the Interstdte Commerce Commission ex- 
pressed in disposing of this phase of the case there is little difference 
between this proceeding and the Shreveport Cases. Whenever the 
conflict between federal and state regulation of rates is discussed 
the Shreveport and Missouri River Cases will be the main topics 
but there have been many other decided cases involving similar 
situations. 


CLASSIFICATION OF PERTINENT DECISIONS 


In general it may be said that there are four types of cases 
which have been presented to the Interstate Commerce Commis- 
sion relating to “discriminations against interstate commerce” 
arising by comparison of interstate with intrastate rates which may 
be classified as follows: f 

1. Diseriminations against the interstate commerce of a par- 
ticular locality arising in connection with the intrastate commerce 
of certain localities in another state as to commerce with specific- 
ally named destinations in the same state. 

2. Discriminations against the interstate commerce of certain 
localities which result from the intrastate rates applied between 
certain other localities in another state and the communities in 
whole sections of the same state which are not specifically named. 

3. Discriminations which are alleged by certain communities 
to exist because of the difference between interstate rates to locali- 
ties in another state as compared with intrastate rates between all 
points in that state. 

4. Discriminations claimed to exist by certain shippers or 
localities because of the different rates maintained from such local- 
ities to various interstate destinations as compared with the vary- 
ing intrastate rates existing in the several states embraced in the 
complaint. 

The three Shreveport decisions fall within the first, second and 
third classes in the order named. The Cement Investigation (T. C. 
C. Docket 8182) is typical of the fourth class of cases. In this case 
the Interstate Commerce Commission has undertaken an investi- 
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gation; on its own motion and by consolidation of cases involving 
complaints filed, and investigations of rate advance cases affect- 
ing the cement rates applying between points in Western Trunk 
Line Territory and between such W. T. L. Territory and adjacent 
territories. 

In the hearings of this case, the state rates and carload minima 
applying on cement moving within the states of Michigan, Indiana, 
Illinois, Wisconsin, Minnesota, Iowa, Missouri, North Dakota, 
South Dakota, Nebraska, Kansas, Oklahoma and Colorado were 
involved. In a similar case, the Livestock Investigation (I. C. C. 
Docket No. 8436), the scope of the proceeding will cover questions 
involving both state and interstate rates applying between all parts ' 
of the United States. 


SourH Daxota Express RATE AND Inirmois Two-Cent FARE 
DECISIONS 


Since its decision in the Shreveport case (234 U. 8. 342) the 
Supreme Court has passed on two other important cases involving 
similar issues. 

In American Ezpress Co. v. Caldwell (decided June 11, 1917) 
the order of the Interstate Commerce Commission in Stour City 
Commercial Club v. American Express Co. was reviewed and the court 
held that the express companies were not required to adjust all 
rates from Sioux Falls and the other South Dakota points named to 
all other points in the State of South Dakota since the report and 
order of the Interstate Commerce Commission showed that unjust 
discrimination existed only in territory commercially tributary to 
both Sioux City and such Dakota cities. In this connection the 
Court said: 

Where & proceeding to remove unjust discrimination presents solely the ques- 
tion whether the carrier has improperly exercised its authority to initiate rates, 
the Commission may legally order, in general terms, the ramoval of the discrimina- 
tion shown, leaving upon the carrier the burden of determining also the points 
to and from which rates must be changed, in order to effect a removal of the dis- 
crimination. But where, as here, there is a conflict between the federal and the 
state authorities, the Commission's order cannot serve as a justification for 
disregarding a regulation or order issued under state authority, unless, and ex- 
cept so far as, it is definite as to the point or points to which it applies. For the 
power of the Commission is dominant only to the extent that the exercise is found 
by it to be necessary to remove the existing discrimination against interstate 
traffic, l 
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In a very recent case’ this rule was amplified and extended. The 
carriers sought to increase all passenger fares from the state rate of 
2 cents applicable in Illinois to the interstate rate of 2.4 cents per 
mile approved by the Interstate Commerce Commission for carriage 
between points in Illinois and adjacent states. The carriers claimed 
that such action was necessary to comply with an order of the Inter- 
state Commerce Commission (41 I. C. C. 13). The Public Service 
Commission of Illinois contended that the order of the Commission 
was in excess of any power that had been or can be conferred on the 
Interstate Commerce Commission, but, assuming the existence of 
power to make the order, that the extent to which it was intended 
to affect the state-made rates was so indefinite as to render the order 
void and ineffective. 

In determining these questions the Court approved its decision 
in the Shreveport Case as to the powers of the Interstate Commerce 
Commission, under section 3 of the Act to Regulate Commerce but 
held that the order which was in controversy was inoperative and of 
no effect because of its uncertainty. 

What is quoted above from the South Dakota Express Case was 
restated and approved after which the Court said: 

` In construing federal statutes enacted under the power conferred by the commerce 
clause of the Constitution the rule is that it should never be held that Congress intends 
to supersede or suspend the exercise of the reserved powers of a state, even where that 
may be done, unless, and except so far as, its purpose to do so ts clearly manifested.* 
This being true of an Act of Congress, it is obvious that an order of a subordinate 
agency, such as the Commission, should not be given precedence over a state rate 


statute otherwise valid, unless, and except so far as, it conforms to a high standard 
of certainty. 


INTENTION OF CONGRESS AND FUTURE ADJUSTMENTS 


Careful study of the reports of congressional committees as to 
the evils for which Congress sought a remedy by the enactment of 
the Act to Regulate Commerce convinces me that there was no in- 
tention on the part of Congress to delegate to the Interstate Com- 
merce Commission the power to set aside state legislation or the 
lawful acts of the administrative tribunals established by the several 
states. 


! The Illinois Passenger Fare Cases decided January 14, 1918. 
* Italica mine. Reid v. Colorado, 187 U. 8. 187; Savage v. Jones, 225 U.8. 501; | 
Cummings v. Chicago, 183 U, B, 410; M. K. & T. Ey. v. Harris, 284 V. B. 412, 
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In order to establish the jurisdiction of the Interstate Commerce 
Commission in the Shreveport Case under the rule of construction 
stated above, the Commission and the Court were compelled to say 
in effect that the proviso® in section 1 of the Act to Regulate Com- 
merce is merely a general disavowal of any intention to regulate the 
rates to be charged for transportation between points in the same 
state but Congress nevertheless did intend to regulate partially such 
rates in so far as they may be held to produce unjust discrimination 
against interstate commerce which is forbidden by section 3 of this 
Act. It seems fair to say that this construction of the act is so 
strained as to amount to judicial legislation aimed at an evil not 
comprehended by Congress when the Act was passed. 

It seems well to recognize these facts although no substantial 
purpose can be served by dwelling upon them as an issue of present 
moment. 

By reason of the decisions in the Express and Passenger Rate 
Cases, the exercise of the powers and duties of the Interstate Com- 
merce Commission in Shreveport cases will be simplified and facili- 
tated. Under these rules some phases of the final Shreveport de- 
cision will have to be better supported by evidence or the decision 
must fall if attacked in the courts. 

This better definition of the principles governing such cases 
will go far to eliminate friction between the state and federal govern- 
ments which has been increasing since the Shreveport decisions. 

I believe that complete harmony in the regulation of inconsis- 
tent state and interstate rates in Shreveport cases can be accom- 
plished by proper legislation which will permit joint hearing and 
determination of such causes by the representatives of the state and fed- 
eral government operating under uniform well defined legislative rules 
properly designed to govern such proceedings. 

Something along this line has been recommended by the In- 
terstate Commerce Commission and it is to be hoped that this 
vexing question will soon be satisfactorily settled by such appropri- 
ate legislation. 

* '* Provided, however, that the provisions of this Act (to Regulate Commerce) 
shell not apply to the transportation of passengersor property . . . . wholly 


within one state and not shipped to or from a foreign country from or to any 
State or Territory as aforesaid.” 


NECESSITY FOR EXCLUSIVE FEDERAL CONTROL OVER 
STATE AND INTERSTATE RATES 


By Enaar J. Rice 


On the 28th day of December, 1917, the President took over 
the railroads of the United States and assumed control of all their 
functions, including the regulation of rates. The railroads are now 
being operated as a national system, and the state commissions are 
retained merely in an advisory capacity, to perform local functions 
to such an extent as the Director General may determine. At hear- 
ing3 held before committees of Congress during the month of Janu- 
ary, 1918, representatives of the President urged that no legislation 
be enacted which should in any degree hamper the operation of 
these railroads as a national transportation system; that control 
over revenue was essential in order to maintain the efficiency of 
service. The war has thus emphasized the essentially national 
character of railroad transportation. The highest efficiency is neces- 
sary for a successful mobilization of the national resources of the 
country, and to that end the supreme control over’ transportation 
has been placed in the hands of one supreme authority. State lines 
have been eliminated in transportation to the same extent that they 
have been eliminated in every other line of the war's activities. 
War is exclusively the nation’s business, and all the engines of war- 
fare, of which the railroads are the greatest, must be under the 
exc.usive power of the Commander-in-Chief. 

To what extent do the same principles of exclusive control apply 
in times of peace? We must begin now to perfect a system of regu- 
lation which shall best be adapted to the nation's needs when these 
rail-oad systems are turned back to their owners after the war has 
ended. It is inconceivable that an instrumentality whose essen- 
tialy national character has been demonstrated during the stress 
of a titanic conflict should again become subject, to the same extent 
as Leretofore, to the conflicting and selfish control of local political 
authorities, But as the problem is after all essentially a peace prob- 
lem, its solution must be attempted with reference to the normal 


conditions of commercial intercourse in times of peace. The aspect 
214 
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of the problem to which this article is directed is whether the federal 
government should regulate all railroad rates both state and inter- 
state. 


LOCAL CONTROL OVER LOCAL AFFAIRS IS ESSENTIAL 


It is clear that Congress cannot exercise power over intrastate 
transportation unless, in order to set interstate commerce free, it is 
necessary to assume such power. The constitutionality of its exer- 
cise depends upon whether such sweeping authority is necessary in 
order to prevent interruption to interstate commerce. 

Congress cannot regulate commerce which is strictly local and 
which has no effect upon commerce between the states under the 
guise of the exercise of its plenary power over interstate commerce. 
The mere fact that the great preponderance of railroad traffic 
crosses state lines is no justification for the assumption of control 
over the relatively small amount of traffic which moves between 
points within the state, unless there 1s some interference with inter- 
state traffic by reason of the exercise of state authority over this 
state traffic. It may be illogical and embarrassing for railroads to 
submit to the vexatious regulations of many jurisdictions; it may 
be contrary to sound principles of organization to be compelled to 
take their affairs before several tribunals when one tribunal could 
fully exercise all the authority necessary to protect the public inter- 
ests. But our form of government is not based upon the theory oi 
efficiency; it is based upon the theory of democracy, and local con- 
trol over purely local matters is the very corner stone of democracy. 
It is with full appreciation of the wisdom of retaining local control 
over purely local affairs that the writer approaches the subject of 
exclusive federal control over railroad rates. 


NATIONAL CONTROL OVER NATIONAL AFFAIRS IS ESSENTIAL 


Under our American form of government it is recognized that 
certain functions of government, the exercise of which affects the 
nation as a whole, must be exercised by an authority which repre- 
sents all the people. The powers delegated to Congress by the 
several states are therefore the powers which are national in their 
scope. In granting these powers to the national government, a 
state surrendered certain control over affairs within the limits of its 
boundary. Each state, however, gained more than an equivalent 
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in the freedom from annoyance through a like surrender of power 
on the part of every other state.! 

Each state surrendered to the federal government the control 
over those things which affected interstate commerce; it did not sur- 
render control over those activities which did not affect interstate 
commerce. Therefore the constitutionality of an assumption of 
exclusive control of all rates depends upon the answers to the ques- 
tions, (1) does the exercise of the authority of the state over intra- 
stat» rates affect, or threaten to affect, interstate commerce, and (2) 
is the complete control over all intrastate rates by federal authority 
necessary in order that an effective method may be established for 
the 2limination of state interference with interstate commerce. 


How LocanL CONTROL over IwrRASTATE RATES AFFECTS INTER- 
STATE TRAFFIC 


The effect of intrastate rates upon the movements of inter- 
state commerce is shown by adjudicated cases too numerous even 
to cite. A reference to the more important of these cases will clearly 
indicate how the movements of traffic In interstate commerce are 
directly influenced by adjustments of state rates. 

For more than fifteen years the shippers of Memphis, Tenn., 
have complained that traffic to and from points in Arkansas, which 
is naturally tributary to Memphis, has been diverted to Little Rock 
and Pine Bluff, Arkansas, by reason of a low scale of rates put into 
effect by the Arkansas Commission. In 1905 the Interstate Com- 
merce Commission found that in the case of many articles the dis- 
parities in rates are greater than the profits ordinarily made by 
jobbers.* 

Again in 1915 the Interstate Commerce Commission made a 
thorcugh investigation of the effect of the state rates in Arkansas 
upon traffic between Arkansas points and Memphis, and in its find- 
ings states: 

It is undisputed that complainants at Memphis are actually competing with 
the shippers located at Arkansas points, and that in many instances the Memphis 


lSee masterly address by Alfred P. Thom before the State Bar Association 
of Tennessee, June 25, 1915, entitled “A Right of the States.” 

? [n the matter of Freight Rates between Memphis and points in Arkansas 
11 I. C. C. 180 (1905). 
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dealer has been driven from Arkansas markets by the competition of the mer- 
chants and shippers of that state. The Memphis shippers being excluded from 
Arkansas on account of these state-made rates, Arkansas shippers and merchants 
are unduly preferred, while the Arkansas consumer is cut off from the competing 
: Memphis market.’ 


It seems hardly necessary to refer to ‘‘The Minnesota Rate 
Cases."* There are facts set forth in the opinion in that case which 
are of striking significance. The state-made rates to the border 
cities were materially lower than the interstate rates to the cities 
just over the state line. The Circuit Court found that if discrimina- 
tion were to be prevented, the reduction of the state rates to Moor- 
head, Minn., on the Northern Pacific Railroad, would necessitate 
the reduction in rates on that railroad to Fargo in North Dakota, 
just over the line, which in turn would necessitate reductions to 
other points in Dakota, which in turn would in the same way affect 
rates in Montana, and so on to the Pacific Coast. And yet the 
Minnesota intrastate traffic on the Northern Pacific, in the year 
under investigation (1906) was only 2.67 per cent of its entire 
freight business, and only 5.79 per cent of its entire passenger 
business! 5 

In 1912-13 the Interstate Commerce Commission made a most 
exhaustive investigation of express rates and established the so- 
called uniform zone and block system for all interstate express 
movements in the United States. After it had been put into effect 
the game system was submitted to the commissions of all the 
states and forty states adopted the same system and basis of 
rates. South Dakota was one of the states which did not adopt 
it, but instead put into effect rates which were 40 per cent lower 
than those approved by the federal tribunal and by most of the 
state commissions. This resulted in a complaint by commercial 
interests oi Sioux City, Iowa, before the Interstate Commerce Com- 
mission, in which it was alleged that Sioux City was at a distinct 
disadvantage in the markets of South Dakota in competition with 
the jobbing towns of that state. 

3 Cily of Memphis v. C. R. I. & P. Ry., 39 I. C. C. 256, 263 (1916). 

4230 U. S. 352 (1913). 


s Shepard v. Northern Pacific Railway Co., 184 Fed. 765, 776 (1911). 
* American Express Co. v. Caldwell, 244 U. S. 617 (1917). 
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The Commission found that: 

These differences in rates place a burden on interstate shippers and give a 
corresponding advantage to intrastate shippers, thus accomplishing an inevitable 
restriction of shipments in interstate commerce or shrinkage of profits.’ 

It is immaterial what the motive may be for imposing sched- 
ules of state rates lower than rates for transportation across state 
lines under similar circumstances and conditions. If such an ad- 
justment of rates does in fact directly affect interstate commerce, 
the action of the state authorities is an interference with commerce 
which the constitution declares shall be subject to federal regula- 
tion. But it is not without interest to note the frankly avowed 
motives of the Texas Railroad Commission to adjust rates in such a 
way as to check trafic movements from other states in order to 
build up distributing centers and manufacturing plants within that 
state. In the celebrated Shreveport case? the Interstate Com- 
merce Commission said: 


There appears to be little question as to the policy of the Texas Commission. 
It is frankly one of protection to its own industries and communities. - 


It then proceeds to quote from reports of the Texas Commis- 
sion in which a definite protective policy is declared as the under- 
lying principle in making its rate adjustments. This is set forth 
and summarized in one sentence by the Texas Commission, 


To Texas as a whole it is of the most vital concern that there should be within 
her Emits at proper places jobbing and manufacturing establishments.® 


And how does the Texas Commission go about this self-imposed 
duty of fostering home industry by rate adjustments? Shreve- 
port, in Louisiana, has been supplying the markets in eastern Texas. 
It must be shut out. Therefore rates must be made so low from 
distributing and manufacturing centers in Texas that the country 
storss and the consumers will be compelled to trade in the home 
markets. Generally speaking the Texas rates are about half what 
the rates are from Shreveport to points in Texas for the same dis- 
tances—and the Interstate Commerce Commission finds that the 
circumstances and conditions for interstate and state traffic are 


! Traffic Bureau of Sioux City v. American Express Co., 39 I. C. C. 703 (1016). 

3 Radroad Commission of La. v. St. Louis Southwestern Ry. Co., 23 1. C. C. 
31, 35 (1912). 

) Ibid. p. 85. 
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substantially similar. For “ample, if a farmer in Marshall, Texas, 
wants to buy a wagon lie" nds that he can send to Dallas, 147 miles 
away and pay a freight rate of 36.8 cents per hundred pounds, 
whereas if he buys in Shreveport, which is only 42 miles away, he 
must pay 56 cents per hundred pounds. Or & man at Longview, 
Texas, can buy his furniture at Dallas, 124 miles from home, and 
pay a rate of 24.8 cents per hundred pounds, whereas if he buys in 
Shreveport, 65 miles from home, he must pay 35 cents per hundred 
pounds? Such a rate adjustment certainly is as effective as a 
protective tariff; it directly interferes with the movement of trade 
through preferential adjustment of transportation charges. 

These cases which have been cited are merely illustrative of a 
situation which exists, to a greater or less extent, in almost every 
section of the country. Since the Shreveport case was decided in 
1912 more than one hundred complaints have been filed with the 
Interstate Commerce Commission in which it is alleged that state- 
made rates discriminate against interstate rates. Each state which 
secures a selfish advantage for its industries through the fixing of 
low rates simply spurs on its neighbor to seek to conserve its trade 
to its citizens. Louisiana bitterly complained about the selfish 
poligy of Texas, but it in its turn established a basis of rates which 
tended to compel its citizens to trade in Louisiana to the disad- 
vantage of industry in Mississippi. Each state seeks to outdo its 
neighbor in restricting interstate trade. 

These illustrations show that the authority of the state over 
intrastate rates directly affects interstate commerce. The menace 
is growing more serious each vear, and unless effectively checked 
it will result in serious interference with the right which the citizens 
of every state have under the constitution to trade freely with the 
citizens of every other state. This is not a mere technical right—it 
is a right which lies at the basis of commercial prosperity. 

We are drifting back to the intolerable conditions which pre- 
vailed under the Confederation, when New York imposed duties on 
dairy and farm products coming from New Jersey and on firewood 
from Connecticut; when Connecticut imposed duties on articles 
imported from Massachusetts; when Massachusetts exacted export 
duties on calf skins and other commodities, and when almost every 
state sought to exclude the products of every other state which 


1? Houston & Texas Ry. Co. v. U. 8., 234 U. S. 342 (1914). 
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‘came in competition with its own products, or to retain its own 


pesuliarly prized products at home. The principal reason for the : 


adoption of the Constitution, as every reader of history knows, was 
to give to all the people equal commercial opportunities, but today 
the railroad rate-making policy of many of the states is seriously 
infringing on those opportunities. 


Dors A Remepy Exist IN THE POWER or THE INTERSTATE COM- 
MERCE Commission TO Remove DISCRIMINATION? 


But it is urged that an ample remedy exists, and that it is going 
be:vond the necessities of the case, and perhaps beyond the consti- 
tutional power of Congress, to vest in a federal tribunal all power 
over all rates, both state and interstate. The Shreveport case” is 
cited as authority for this. In that case the Interstate Commerce 
Commission found that the Texas-made rates were unduly prej- 
ud:cial to points in Louisiana; that the interstate rates were rea- 
sonable. But the Commission had before it the problem of remov- 
ing the discrimination. What it said about the reasonableness of 
the interstate rates was largely in the nature of dicta. The Com- 
mission clearly indicated that the discrimination could properly be 
removed by the railroads by increasing the state rates to the basis 
of the interstate rates. The order of the Commission, which was 
before the Court, however, simply ordered the discrimination re- 
moved, and obviously a discrimination may be removed by reducing 
the higher rate (in this case the interstate rate) to the level of the 
lower rate, as well as by raising the lower rate to the basis of the 
higher rate. The essential part of the order is as follows: 


It is further ordered, That the defendant . . . . cease and desist 


. . . . from exacting any higher rates for the transportation of any article 
from Shreveport, La., to Dallas, Tex. . . . . than are contemporaneously 
exacted for the transportation of such articles from Dallas, Tex., towards said 
Shreveport for an equal distance, as said relation of rates has been found by the 
Commission in said report to be reasonable. 


The carrier is left free to comply with the order in any one of 
thr2e ways: (1) by raising the lower rates to the basis of the higher 
rates; (2) by lowering the higher rates to the basis of the lower 
rates; or (3) by raising one and reducing the other to a common 
level. The carrier can therefore comply with the order of the fed- 


1 Houston & Texas Ry. v. Untied States, 234 U. B. 342 (1914). 
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` eral Commission, and at the same time comply with the order of 
the state commission by reducing its interstate rates to the basis of 
the state rates. And in this way the state has forced a basis of rates 
upon interstate commerce which is lower than the federal tribunal 
has found to be a reasonable basis. If the carrier chooses, however, 
to adopt the higher basis on all traffic it at once becomes subject to 
the interminable litigation such as has grown out of this Shreveport 
case. This particular case has been in the courts for years and no 
relief is in-sight. The discrimination has existed for more than 
twenty years. 

The Supreme Court in this case lays down the principle that 
when the Commission finds that a discrimination exists between 
the interstate and the intrastate rates and that the interstate rates 
are not unreasonably high the carrier may remove the discrimina- 
tion by increasing the intrastate rates. It is not compelled to re- 
move it in that way. There are very practical reasons why a 
railroad would prefer to follow the easier course of removing 
the discrimination by reducing the interstate rates. The states 
have almost unlimited powers over the corporations which receive 
their charters from the states. Except in a comparatively few 
cases the charters are subject to amendment and repeal. By 
antagonizing the state authorities the railroad places itself -in 
a difficult and almost impossible position. There may not be 
' gerious danger of the repeal of a charter, but there is menace 
of amendment. Moreover if the railroad desires an extension 
of powers it is seriously embarrassed by its disregard of the 
state laws. A striking instance of this is afforded by a conflict 
of authority which arose in the state of New Hampshire.“ In 
1883 the legislature passed an act authorizing the consolidation 
of railroads provided rates should not be raised on the lines 
thus consolidated. The Boston and Maine Railroad raised its 
rates. The state court held that the statute apphed to inter- 
state rates as well as to state rates, and injunction proceedings were 
begun in 1907. The railroad asked the legislature to repeal the 
statute. For ten years there was litigation before the courts, hear- 
ings before the Public Service Commission, and appeals to the legis- 
lature, and it was not until 1917 that the statute was amended, and 

2 See reports of New Hampshire Public Service Commission beginning with 
Volume I (1911) to date. 
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then only to the extent of giving to the Public Service Commission 
the same power over rates that the legislature had claimed. In 
other words the judgment of an expert tribunal has been substi- 
tuted for the inflexible barrier of statutory restriction. But the 
state has not relinquished its claim to control interstate rates, It 
would not be asserted that the state could fix interstate rates against 
the protest of the railroad nor that it could compel a reduction in 
interstate rates, nor restrain the railroad if it should file a schedule 
of such rates which did not meet the approval of the state com- 
mission. 

But the assertion is made that the railroad can comply with the 
state statute by refraining from filing all such schedules. In 1913 
the Interstate Commerce Commission investigated the subject of 
rates on the Boston & Maine Railroad and found that an increase 
in rates was necessary. But the control which the state of New 
Hampshire claimed to have over interstate rates prevented any 
effective adjustment of rates without the consent of that state. As 
prompt action was necessary the Interstate Commerce Commission, 
through Commissioner C. A. Prouty, and the State Commissions 
of Maine, Vermont and Massachusetts, as well as.of New Hamp- 
shi-e, through which states the Boston & Maine Railroad|runs, 
agreed that the rate adjustment should be worked out by the Public 
Service Commission of New Hampshire. . 

In the report of the Conference of State Commissions, pre- 
sided over by Commissioner Prouty, the following significant state- 
ment occurs: 

The commission of New Hampshire under the peculiar circumstances obtain- 
ing -n that state, must approve rates before they can be established. 

When the Boston & Maine leased the roads located in New Hampshire the 
legislature of that state provided that the leases should be upon condition that 
no £dvance in rates, either state or interstate, should ever be made. Subse- 
quently advances were in fact made and proceedings were begun attacking these 
advances. The Supreme Court of New Hampshire held that the obligation not 
to advance rates was binding upon the Boston & Maine even as to its interstate 
charges. Assuming that this decision is wrong as to interstate rates, and that the 
Boston & Maine might, notwithstanding the condition upon which these leases 
were taken, advance its interstate transportation charges, still it is evident that 
to d> so might avoid the leases themselves and therefore disrupt the Boston & 
Maine system. As a practical matter, therefore, the condition is obligatory. 
The legislature of New Hampshire, recognising that possibly in justice to this 
company its transportation charges should be increased, has provided that the 
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commission of that state may permit such advances, but that no advances shall 
be made until they have been affirmatively sanctioned by that body. 

‘>> It results, therefore, that the Boston & Maine can advance no rates, either 
state or interstate, which apply within the limits of the state of New Hampshire 
without the approval of the Commission of that state." 


This situation illustrates not merely the extent to which a state 
may embarrass a railroad in the adjustment of its rates, but the 
helplessness of federal authorities, when, as a practical matter, it 
becomes necessary to increase rates. There is no doubt that the 
federal government has the power to regulate the interstate func- 
tions of carriers, but here is an instance where the federal author- 
ities recognized the practical necessity of deferring to the state 
authorities and of permitting them to establish the standard of rea- 
sonableness of all rates, and thus to establish the standard of service. 


THe Nation SHOULD DETERMINE THE STANDARD OF NATIONAL 
SERVICE 


If the supreme authority over interstate rates thus finds itself 
embarrassed, how can it be expected that a railroad, which may 
derive all its corporate rights from a state, will feel free to ignore 
the mandates of the state even though legally permitted to do so? 
In order that regulation may be effective the federal authority must 
leave to the railroad no alternative but so to adjust its rates as to 
conform to the standard of reasonableness as determined by that 
authority. Under the law as it exists today the railroad has the 
alternative of conforming rates to meet the ideas of reasonableness 
of the state or of the nation. This means that if the nation estab- 
lishes a standard of rates to meet its conception of the standard of 
service, the railroad may ignore such standard and adapt its serv- 
ice, both local and national, to conform to the ideas of the state 
authorities. This follows from the fact that there is no absolute 
standard of reasonableness of rates.“ If there were such an abso- 


HAN.H.P.8. C. Rpta., p. 89 ei seg.; also 1 Mass. P. 8. C. Reptae. 92. 

M That there is no absolute standard of reasonableness is recognized in the 
late case of the American Express Company v. Caldwell, 244 U. S. 617, where the 
court says: 

‘But the finding that discrimination exists and that the interstate rates are 
reasonable does not necessarily imply a finding that the intrastate rates are un- 
reasonable, Both rates may lie within the-zone of reasonableness and yet involve 
unjust discrimination.” 
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luce standard, then unquestionably the standard as determined by 
the national authorities would have to prevail in all national trans- 
partation. If a schedule of rates escapes confiscation—that is, if it 
yields a fair return upon the value of the property—it cannot be set 
a&de by any court. But such a standard of rates may be entirely 
inadequate to give to the public a service which the public demands 
or which the national authorities deem necessary for the national 
needs. The national authorities may deem it necessary that rail- 
roads should increase their trackage, enlarge their terminals and 
provide additional equipment; the state authorities may regard 
the present facilities as adequate. The national authorities estab- 
lish rates which will give to the railroads sufficient credit to enable 
them to raise the money for these extensions and improvements; 
the state authorities refuse an increase in rates on the ground that 
the present rates yield a fair return and that it is not necessary to 
inorease facilities, and thus increase rates. The standard of rates 
determined by the federal authorities is reasonable from the point of 
‘view of the nation; the standard of rates determined by the state 
authorities 18 reasonable from the point of view of the state. If 
in consequence of these two standards discrimination exists against 
inzerstate traffic, under the law as it stands, the railroad may adopt 
elther standard. Such an option ought not to be given. It should 
nct be in the power of the railroad which seeks to avoid the ill will 
of the state to deprive the nation of that standard of transportation 
which it desires. 

There is a fundamental reason why two standards of rates, and 
consequently two standards of service, cannot be maintained. If 
the nation establishes one standard and the state establishes an- 
other standard, with rates adapted to meet the two standards, the 
state in its transportation nevertheless uses the facilities which are 
employed in interstate transportation. There cannot be separate 
trains or separate cars or separate roadbeds, and if the nation es- 
tablishes one basis the state gains the benefit of such standard with- 
ott contributing its fair share to its maintenance. The state which 
is satisfied with a low standard of service profits at the expense of 
other states with higher standards of service, and at the expense of 
al. those who ship in interstate commerce. 


-— . 
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é 
INTERSTATE CoMMERCE COMMISSION CAN INVESTIGATH ONLY THE 
f Rares COMPLAINED OF 


The inadequacy of the remedy, which is directed simply against 
unjust discrimination, is further illustrated by the limitations under 
which the Interstate Commerce Commission acts. It can direct its 
investigation only against the rates complained of. In the South 
Dakota Express case the complaint was directed to the discrimina- 
tion against shipments from Sioux City, Iowa, and the Express 
Company had authority under order of the Commission to change 
only the rates applicable to Sioux City, although the same discrim- 
ination existed throughout that territory. The effect of the order 
was to place that city in a preferential class and thus in reality to 
accentuate the discrimination. The Illinois Passenger Case, re- 
cently decided by the Supreme Court, affords striking illustration 
of the inadequacy of the present remedy. A rate of two cents a 
mile was established by the Illinois Legislature. The interstate 
rate was two and a half cents a mile. Under these rates the fare 
from Chicago to East St. Louis, Illinois, was $5.62, and to St. Louis, 
Missourl, only nine miles farther, $7.50. 'The Commission found 
that a discrimination existed and that 2.4 cents was a reasonable 
rate for both classes of traffic. The railroads attempted to put in 
force a 2.4 cent rate throughout Illinois, but the court held that it 
could do this only as to those points which had been the subject of 
the complaint. 


INTERSTATE COMMERCE COMMISSION Must COMPLY WITH THE 
REQUIREMENTS OF Dum Process or Law 


Furthermore, the investigation must be conducted in such a 
way as to conform strictly to the constitutional requirements of due 
process of law; that is, a publie hearing must be held, of which all 
parties in interest must be notified, evidence must be received, and 
the finding based on the evidence, and only upon the evidence offered 
at the public hearing.” 

Even if the carrier had the power to initiate a complaint before 
the Interstate Commerce Commission, based eae alleged dis- 

15 American Express Co. v. Caldwell (supra). 
15 [Uinota Central Railroad v. Public Utilities Commission (Jan. 14, 1918). 


V Interstate Commerce Commission v. Louisville and Nashville Railroad, 227 
U.S.88 (1013). | 
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criminatory state-made rates, it would be compelled to try out that 
issue under the forms of judicial procedure, involving indetermin- 
akle delay, because of the necessity of a judicial determination by 
the Commission. If the Commission had the exclusive power over 
all rates, the carrier could adjust its tariffs so as to remove the dis- 
cr-minations, and the rates would become effective after the Com- 
mission had given its approval. There would be no necessity for a 
judicial trial. Before the amendment of August 9, 1917. the rates 
would become effective, unless suspended by the Commission; 
under that amendment they become effective “after approval 
thereof has been secured from the Commission." In other words, 
tha Commission acts in a strictly administrative manner, issuing no 
order and making no judicial determination, but exercising its judg- 
ment as an expert body especially charged with the protection of 
the public interests. 


RATES INEXTRICABLY ÍNTERWOVEN 


An important practical reason why there should be a single 
control over rates is because rate structures are the most delicately 
adjusted mechanism. A change in a single rate may compel changes 
+ in thousands of rates in order to meet competitive conditions or to 
prevent discrimination. What has been said about the effect of 
state-made rates in Minnesota illustrates this. A most striking 
instance of the effect of the change in a single rate upon many rates 
is afforded by a case recently heard before the Public Service Com- 
mission of Pennsylvania. This case has not yet been decided but 
the facts are taken from the testimony submitted. A complaint was 
filed attacking the rate on coal from Pittsburgh to Philadelphia. 
There are in Pennsylvania, West Virginia, Ohio and Indiana, nu- 
merous districts producing coal which is sold by the operators in 
cornpetition with each other. Coal may move from the same dis- 
trict over competing railroads. The marketing and transportation of 
coal therefore are highly competitive. A reduction of 15 cents a ton 
from Pittsburgh to Philadelphia was asked by the complainants. 
It appeared in testimony that such a reduction in this rate would 
coripel reductions from practically all coal districts in the states 
mentioned on account of the exceedingly intricate competitive 
situation, and that the railroads would lose a revenue of ten million 


18 Pitisburgh Coal Operators v. Penna. R. R. Co. | 
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dollars a year if this slight reduction were made in a rate between 
two intrastate points. 


Rates Must BE ADJUSTED WITH REFERENCA TO THE STANDARD OF 
SERVICE 


Before the war the shipping public came to & realization that 
the important thing about transportation was adequate service. 
The railroads contended that they could not give the kind of serv- 
ice which the public demanded upon the basis of rates permitted by 
public authorities; that they were forced to economize in order to 
meet expenses and have some return for their stockholders; that 
the impairment of their earning power affected their ability to raise 
money for improving their facilities. Today, in time of war, there 
is only one demand—and that is to transport freight and passengers 
with promptness. Shippers even are begging the publie author- 
ities to grant Increases in rates so that the railroads may properly 
perform their functions. To what extent the failure of the rail- 
roads is due to subjection to many masters it is not necessary to 
discuss. But the one thing which stands out clearly is that trans- 
portation is a national necessity and that there can be no different 
standards of services terminating at state lines. Federal authority 
must determine the standard, not only to meet the demands of na- 
tional commerce in time of peace, but in its supreme responsibility 
to protect and equip the nation in time of war. 

If this responsibility of determining the standard of transporta- 
tion is national, then the power to regulate the revenues which are 
the only means of effecting the standard must be national. As 
facilities employed in intrastate transportation cannot be separated 
from the facilities employed in interstate transportation, the burden 
of maintaining the one must be the same as the burden of main- 
taining the other, and the burden and the incidence of the burden 
must be determined by the supreme authority. 

The rate question is usually discussed by the public authorities 
as a thing to be determined by reference to about everything except 
that to which it is most related; namely, service. "There are la- 
bored discussions as to whether a schedule of rates will yield a cer- 
tain per cent upon an engineer’s estimate of what it will cost to re- 
_ produce the property. That is something which concerns merely 
the protection of the private rights of the owners of the property— 
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it does not help in the slightest to protect the public in its right to 
an adequate service. There are elaborate computations which 
purport to give the cost of particular kinds of service. Such com- 
putations, made upon hypotheses which reflect merely the account- 
ant’s guesses or economic theories, are valueless in determining an 
adequate rate. Rates in one section of the country are compared 
with rates in another section, but no thought is given to the kind of 
service required in the different sections. 

The result is that many tribunals acting upon as many theories 
of rate making determine standards of rates which tend to produce 
as many standards of service—not consciously, for rarely do they 
give any consideration to the supreme transportation function of 
service, but as a necessary result of fixing revenues to meet the 
theoretical ideas of what are, per se, reasonable rates. 

, To SUMMARIZE: Service is national. The standard of service 
must be determined by the national authority. That standard 
cannot be made effective without the necessary revenues, and the 
amount of such revenues must be determined by the same authority 
which sets the standard of service. As the Supreme Court said in 
the Shreveport Case (supra): 
It was recognized at the beginning that the Nation could not prosper if inter- 
state and foreign trade were governed by many masters, and, where the interests 


of the freedom of interstate commerce are involved, the judgment of Congress, 
and of the agencies it lawfully establishes must control. 


HOW COULD NATIONALIZATION OF RATE REGULATION 
BEST BE ACCOMPLISHED? 


By MARTIS 8. DECKER 


A nationalization of all railroads in the United States, including 
the regulation of rates and all practices affecting rates, was accom- 
plished on December 28, 1917, under proclamation by the President 
of the United States. All loya: citizens recognize the necessity of 
the act and admire without qualifieation the bravery of the action. 

On that date the Interstate Commerce Commission and every 
state railroad commission temporarily ceased to exercise independent 
administrative or executive functions over the railroads of this coun- 
try. They became subordinate investigating bodies, entirely sub- 
ject to the superseding administrative and executive powers vested 
in the Director General of Railroads. 

No order of any commission, federal or state, has today any 
binding force in law except with the consent of the Director General 
of Railroads; and any such order, if allowed to take effect and have 
application, may be suspended or nullified, with or without formal 
notice to the commission or any affected party, by action or authori- 
zation of the Director General  'There is therefore no longer any 
real regulation of railroad rates by established tribunals throughout 
the United States. 

Whatever rate regulating functions the Interstate Commerce 
Commission shall continue to exercise during the war will be in the 
main ancillary to governmental requirements, whether primarily 
arising because of wage increases or greater cost of railroad material, 
or because of the need for increased earnings from railroad opera- 
tion to reach as far as practicable the measure of net earnings fixed 
by the government guarantee that they shall equal the average of 
net earnings for the past three years. It is clear of course that the 
state commissions will prefer to coóperate with the federal authority 
and not attempt unavailing antagonism to the provision of revenue 
deemed necessary for governmental railroad requirements by the 
Federal Railroad Director. 

The public interest which the railroads of the country must now 
almost exclusively serve is thas which pertains to the conduct and 
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winning of the war. The public interest in the enforcement of com- 
mon right to the movement freely by railroad of all freight and pas- 
senger traffic as commerce between localities, without wrongful 
prejudice to persons or places, and with all reasonable service ren- 
dered by the railroads at just and reasonable charges, which has 
bean in peace times the great underlying purpose of the granted 
monopoly of railroad service to common carrier corporations, 18 to- 
day relegated by necessity to the extreme rear of the great proces- 
sion of considerations which constitute problems for quick and right 
solution under the paramount needs of the nation at war. 

It is mere sound to say that “we have rushed into a definite 
poicy of government acquisition and operation of railroads for the 
commercial benefit of the people." We have done no such thing. 
The railroads have been teken over “by the war, of the war, for the 
war." This has been specifically stated by the President in his 
proclamation and in his following speech upon the same subject be- 
fore the Congress. 

All tests hitherto applied in railroad regulation have been sub- 
merged in the great ocean of war necessity. That is today the great 
test under which regulatian must be applied in practice during the 
war. Mere public service, as distinguishable from the many forms 
of war service, can only be crumbs that fall from the table of major 
raliroad war operations. Every railroad rate regulation order 
sought to be applied by any railroad commission during the war 
must properly be construed as bearing the prefix, “I f the Director 
General of Railroads shall approve.” 

Think of it how we may, we come always to the great out- 
standing, unchangeable fact that the railroads of this country are 
operated today under requirements and prohibitions which corre- 
spond to martial law. No man or company can raise the sign 
"Business as Usual." That word “usual”? has been changed to 
"possible." Men and corporations engaged in business of any 
deszription are now greatly concerned in securing transportation 
of their material and their agents upon any terms; they have little 
immediate concern with the price they have to pay for that trans- 
portation. It is not too much to say that regulation of railway 
rates, as we have commonly applied the term to fit normal business 
and normal commerce and to prevent discriminations and unjust 
rate exactions as affecting individuals, localities and kinds of traffic, 
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has become, in this disrupting war time, almost a moot question. 
At any rate the subject does not present in these sacrificial days any 
large practical question for urgent immediate solution. 

But this gives us a wonderful opportunity to realize our sins of 
the past and prepare for a sinless future with respect to railroad 
operations and railroad regulation. In making that preparation 
let us cast aside the idea of adopting for peace times the government 
ownership of railroads, or of continuing in peace times the govern- 
ment operation of railroads which has been found necessary solely 
for war purposes. We are now undertaking a forcible temporary 
government lease of United States railroads upon a stated net earn- 
ings basis—a lease which could not be effected in peace times, and 
the mere announcement of whick as having been proclaimed, but by 
no means consented to in legal form by the railroad owners, carries 
no solution in and of itself and projects no title in the lessee beyond 
the necessary occupation of the properties for war purposes. _ 

It is dificult to understand how enlightened intelligence can 
predict any other result from ultra expensive war time operation by 
the government than a large deficit of net earnings below the pro- 
posed net earnings rental basis. Nor can the experience of such 
war time operation supply a sound basis of computation upon which 
to take over the railroads for peace time operation by the govern- 
ment either as owner or lessee. Moreover, that great body of men 
who produce and buy and sell, who ship and reship the raw material 
and the manufactures which in myriad forms constitute the com- 
merce of the country, will not be satisfied to trade the present legal 
responsibilities and obligations of common carrier corporations and 
the developed system of government regulation, both at common 
law and by statute, and as settled by the courts, for the arbitrary 
and practically unassailable rules, regulations and methods of gov- 
ernment operation, theoretically controlled as they may be by gen- 
eral statutory provisions. For whatever may be said, under any 
system of government operation the elements which compose and 
. control the government policy must have first consideration in all 
regulations, while under private ownership the railroad operations 
are required to be conducted always with first regard to the para- 
mount public interest and rights of those whom the owners, in return 
for the public grant, have undertaken to serve. For example, there 
is no real federal common law. Shall we cast aside the multitude of 
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rights now existing at common law as against railroads in the mere 
hope that the government will voluntarily observe them? Again, 
have we any ground for believing that a government operated rail- 
road system in peace times will more readily respond without penal- 
ties to the rate or service requirements of a shipper or section of the 
country than a railroad corporation will with regulations applied 
under penalties for non-observance? We who submit, with or with- 
out protest, to the frequent poor service of the mails, which is only 
a single service, will answer “No” for the complicated services and 
rates involved in the carriage between thousands of localities of so 
many thousands of commodities and for the competitive interests 
of millions of shippers and consignees. And then we cannot dis- 
regard the blight which could be cast upon commercial interests as 
well as the whole public interest under the political influences that 
may 80 insidiously control not only the railway operations but also 
the elections through this control of the railways. 

In preparing for the future we rcust still look forward to regula- 
tion, but it should be a new regulation. We must first realize that 
the old regulation of rates and practices affecting rates has failed. 
We see now as a nation of individuals what was perceived before by 
only a small class of individuals, that the revenues of the railways 
have not been sufficient, as a whole or for most roads individually, 
to pay the frightful increases of operating costs and yield sufficient 
in net earnings, after reasonable dividends, to permit the carrying 
of considerable balances each year to surplus for application to the 
cost of necessary future additions to lines, yards, terminals, and 


equipment or other contingent corporate purposes. Of course the - 


result has been a limitation upon railway credit. Large discounts 
have been borne in the sale price of railway securities, and there has 
' been restriction of all railway bettezments and additions to those 
imperatively required at the time or in the time immediately to fol- 
low. The cost of money for the capital purposes of the railways has 
been extreme. The cost of floating short term notes to pay current 
debts or temporarily to meet maturirg bond or note obligations has 
gone many points beyond the ordinary, sometimes termed legal, 
interest for loans. And the subsequent taking up of these notes, or 
directly of maturing bonds, by long term bonds has often required 
the issue of bonds largely in excess of the face value of the securities 
to be funded, so that many and often large excess issues, as well as 
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discounts, have here again been involved. This has not meant 
arbitrary exactions by bankers. It has meant that the sale credit 
of the railways for their securities has been low as compared with 
other offerings in the financial markets at the same times. The 
railway corporations have had to take on these extraordinary debt 
burdens and they represent in a real sense part of the cost of the 
property. The rates of the companies have not been sufficient in 
most cases to admit of the amortization of these extraordinary debt 
burdens and charges, to meet the current requirements of general 
debt charges and to give some proper return to the stockholders. 

We have been blissfully oblivious to the facts that every railway 
company must constantly add to its facilities in order to serve 
economically the growing demands for service; that nevertheless 
every few years there comes a period of traffic recession, sometimes 
a long period, when many cars and engines are idle and much termi- 
nal space is empty; that in other years every facility and terminal 
of the railway are strained to the uttermost use, and are inadequate 
to supply the public with the service then demanded. A prudent 
manufacturer with part of his factory or equipment idle in recurring 
periods would in some way charge into his expenses or against his 
corporate income for the year the average profits lost through non- 
‘use in the idle period of part of the factory or equipment. He would 
fix his prices to make up for his losses in dull periods to the fullest 
extent possible. No such prudent consideration has been taken into 
account in dealing with the railways. 

We have failed to realize to the full that the railway business of 
the United States is the biggest business on earth; that its main pur- 
pose is toserve all other business; that it is in essential respects a part 
of all other business and must be conducted upon business principles 
if it is to be successful. 

All rate regulations affecting the amount of general railway 
rates has proceeded upon the idea of necessary restriction and with- 
out assumption of the duty of railway protection. An exception 
is the prohibition of rebates and passes, although it was intended 
primarily to prevent discrimination against ‘the individual railway 
patron and not for any declared purpose of protecting railway rev- 
enues. There were indeed many who claimed the prohibition was 
an attack upon the ability of the railways to get the greatest amount 
of revenue. Unquestionably that prohibition has cut off favoritism 
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to selected shippers and industries, stabilized rates and fares, bene- 
fitted all shippers as a class and all railways as a whole. No voice is 
now raised anywhere in favor of the old vicious rebate and pass 
system. 

We now see plainly that the regulation of railway rates must 
extend to full protection of the railway business in order to insure 
the full rendering of railway service to the public at all times and 
under all conditions. If the Interstate Commerce Commission had 
been charged with the duty of requiring needed railway improve- 
ments fifteen years ago, together with the correlated function of efi- 
cently regulating the capitalization of the railways, the discharge of 
those great duties would doubtless have brought to the Commission 
a responsibility for necessary protection that would have been 
strongly evident in recent years in Ceterminations involving pro- 
posed increases of rates. 

The President’s great sentence that “The world must be made 
safe for democracy” went ringing through the nations and is still 
thrilling the hearts of men. His proclamation taking control of the 
railways that they might be made into a single system to serve effi- 
cently and help save this democracy in war time has shown us our 
opportunity to let or make the railways save themselves for public 
service in the coming time of peace. The 262,000 miles of railway 
in this country now constitute a single system. Why not give the: 
railways authority in law to operate as a single system in peace time 
so far as service needs may require? When the railways go back to 
their owners for operation let them be returned with statutory direc- 
tion to continue operations as a single system in whatsoever ways 
economy consistent with good and sufficient public service shall de- 
mand. That would be real national regulation affecting rates as 
well as service. Let us erase the anti-trust laws from the statutes 
so far as they apply to railways, and repeal the anti-pooling section 
02 the Interstate Commerce Act. Let the railways pool their earn- 
ings and their equipment as well. Let us even, in the publie interest 
for real efficient service, direct them by statute to form and operate 
an over-lying equipment company, by which needed equipment can 
bə had by any road sufficient to meet all traffic demands at all times, 
and can be returned when the need has passed. Not only let them, 
but, if good operation demands, make them, use yards and terminals 
and even tracks in common. Let us strike the shackles of restraint 
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from all railway progress towards continuously efficient public serv- 
ice. In short, legalize railway combinations and railway pooling 
under adequate government control, which control should include 
service as well as rate regulation and the ordering of improvements 
to railroad property with supervision of all new capitalization. 
These old prohibitory anti-trust laws and anti-pooling laws were 
never necessary in railway regulation. They are now opposed to 
the sentiment of the time and they have always made the service of 
railways more costly to the people. Competition has no place in 
public service. The public can be well served only by the com- 
bined and directed energies and resources of all public servants hav- 
ing like duties to perform. 

It is not generally remembered that a legalized pooling bill 
passed the House of Representatives about the year 1895, and failed 
of passage in the Senate because of the approaching close of the ses- 
sion. This was after passage of the Sherman Anti-Trust Law, which 
was enacted in 1890. If the legalized pooling bill had become law, 
the anti-trust law would not have had further application to rail- 
roads. ‘Twenty-three years ago we came near realizing in law- 
making that which it is apparent we must do in the present railroad 
crisis—recognize that these interlacing rail lines carrying the prod- 
ucts of every market into every other market must be regarded in 
law as well as in fact as the American railroad system, to be oper- 
ated in common service for the public use. Every railroad is a 
monopoly connected and used with every other railroad as a gen- 
eral railroad monopoly. What a paradox it is to say that such a 
necessary monopoly shall be subject to an anti-monopoly law! 
Today the government is itself a railroad monopoly because anti- 
monopoly laws have made the railroads unable to cope with the 
great problem of efficient war time service. 

The answer to the title of this paper is plain: mere regulation 
of railway rates of a repressive character has failed. With anti-trust 
laws and anti-pooling restrictions in force many large economies of 
operation have been impossible. Contracts between the carriers 
to enable use of the roads as a single system in the better and eco- 
nomical service of the public have been forbidden by law. Guar- 
antees of traffic to weak roads have been unlawful. The stress of 
traffic upon strong roads has broken down their efficiency. It is not 
enough that the Interstate Commerce Commission shall permit 
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increases in rates from time to time to some or all railroads. The 
nationalization of railway rate regulation should provide for orders 
by the Interstate Commerce Commission requiring increases, as well 
as decreases, of railroad rates. The whole viewpoint of our regulat- 
ing traditions must change. "The regulation of rates should be based 
upon a required high grade of service, not upon any grade of service. 
Tke regulating authority should have power to require that high 
gerade of service and the property improvements requisite thereto. 


The regulating authority should have power to pass upon the issues. 


of railroad securities and restrict such issues to railway capital pur- 
poses. There should be a Federal Railroad Loan Bureau, as there 
ig today a Federal Farm Loan Bureau. As to railroads, the anti-trust 
and anti-pooling laws should be repealed and railroad combinations 
and railroad pooling, under supervision and restriction by the Inter- 
state Commerce Commission, should be legalized. The investi- 
gating powers of the Interstate Commerce Commission should be 
eorstantly employed with a view to determining whether particular 
classes of railroads are charging rates high enough, under traffic 
conditions from time to time prevailing, to enable them to discharge 
at all times their charter obligations to render sufficient and good 
service to the public; and if not, the issuance of orders directing 
revision of rates upward, and the kinds of traffic to which they 
should apply, should follow. This would be nationalization of rail- 
way rate regulation for the national welfare, and in the light of re- 
cent events it is plainly the best way that it can be accomplished. 
The railway rate adjustments as between sections and localities and 
kinds of traffic would go on of course and be regulated as heretofore. 

More and more the development of railway regulation has 
indicated that efficient regulation means full railway supervision, 
but that such supervision must be beneficent, and in no sense a re- 
sponse to attacks upon railway capital required for maintenance 
and continuous improvement of railway property to make it always 
adequate for the public needs. Such supervision must base its 
action upon facts, and wherever so based the people will sustain and 
commend it. 

The railroad companies have been rightfully complaining of 
state regulation of railway capitalization, not because regulation of 
railway capitalization is oppressive or unjustified, but that, while 
recoznizing its merits, large systems extending through several states 
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ought not be subjected to separate regulation in this important re- 
spect by several independent governmental agencies; and that 
capitalization regulation of all interstate lines should be done by the 
single governmental authority which in other respects regulates inter- 
state roads. The indictment so framed is sound, and state com- 
missions themselves find no real objection to federal assumption of 
the duty of regulation, if a real and efficient system of capitalization 
regulation by the national government shall be established to apply 
to roads physically constructed across state lines. 

The railroad complaint against state regulation of interstate 
rates stands upon quite another basis. There probably are con- 
atitutional difficulties in the way of complete assumption by federal 
legislation of the authority now exercised by the states over rates 
applying to transportation wholly within the states. The United 
States Supreme Court has consistently held that state legislation, 
whether fixing service hours for railway men, or requiring safety 
devices on railway cars, or prescribing maximum rates to apply 
within the state, and done directly by the legislature or by a com- 
mission created by the legislature, is void to the extent that it con- 
flicts with regulation that bas been lawfully applied by the federal 
government. If the new system of regulation suggested in this 
argument shall be fully provided, if the new rate regulation shall be 
based primarily upon required sufficient and good service to be 
shown first, or otherwise to be ordered, and if rates shall be adjusted 
first upon that prerequisite, with reserved resources provided by 
the roads always to meet extraordinary demands, it seems certain 
that such overshadowing regulation by the federal authority would 
speedily bring all state commissions into active coöperation with the 
new federal methods of regulation. The larger present need is to 
revise completely the national system of rate regulation and see 
what follows, rather than to waste energy now in arguing against 
state regulation of state rates which in some states is much more 
advanced along the lines here advocated than the present federal 
system of regulation. It is noted, moreover, that both the Inter- 
state Commerce Commission and the state commissions have lately 
shown & most commendable coóperation in rate regulation matters, 
which ought to and would be fostered, and extended probably to all 
important matters, under the reforms in’ regulation here proposed. 

Regulation of railways seems to be subject to important changes 
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about every ten years. Beginning with 1887, when the Act to 
Regulate Commerce became effective, we find that in 1897 the 
United States Supreme Court held that the Interstate Commerce 
Commission had no power to prescribe maximum rates; that in 
1906, the Hepburn Act was passed giving the Commission that 
power and many other powers; and in 1917 came the war order 
taking over the railroads into government operation during the war. 

This would now seem to be the time to place federal regulation of 
rat»ss upon a high service basis, since a high service basis is impera- 
tive if the tremendous commerce of the country which will require 
transportation after the war is to be well served. 

The nationalization oi railway rate regulation can best be ac- 
complished by revision of the federal system of regulation to require 
the provision of continuots high efficiency of railway service; the 
fixing of rates to enable that high efficiency service always to be pro- 
vided as a standard condition with all due allowances in rates for 
fair profits and necessary future improvéments to railway property; 
the supervision of railway security issues; the marketing of railway 
bords.at fair prices; the compulsory expenditure of capital by the 
railways from time to time for property additions if not voluntarily 
undertaken; the legalization oi railway contracts for combined and 
economical operations. 

Successful regulation of rates must embrace all of hex ele- 
ments. If they should be incorporated into thè system of national 
regulation, it will merely be the application of business principles to 
the world’s greatest business. There will then be no complaint of 
over-regulation by carriers, although they will be more extensively 
regulated. There will then be little complaint by shippers against 
the amount of rates, because of satisfaction with the service and 
because with rates once adjusted under these conditions the operat- 
ing economies with lowered cost of railroad loans will tend to cause 
reductions rather than successive increases in railway charges. The 
new system should be a constructive rate regulation, embracing at 
ones all necessities of carriers in doing their work and the rights of 
the public in having that work well done. 


LEGAL QUESTIONS INVOLVED IN NATIONALIZATION 
OF RATE REGULATION 


By Warum E. LAMB 


Any plan placing railroad rates under complete federal control 
will arouse discussion as to the power of Congress on the one hand 
and the rights of the states on the other. While the discussion may 
assume various forms and appear to cover numerous questions, yet 
all are included in one—the power of Congress to enact legislation 
that will completely nationalize rate regulation. 

Since the decision of the Supreme Court in the Shreveport case,! 
the adherents of nationalization insist that the power of the federal 
government has been fully determined, and national regulation in 
the fullest sense is but a matter of choice in the form of the law. 
The opponents, however, vigorously deny that Congress possesses 
the necessary power and advance numerous reasons in support of 
their position, most of which, however, relate to the extent to which 
the federal government has exercised its powers in past or present 
legislation. In a measure they present questions of construction 
rather than questions of power. They directly challenge the federal 
power by asserting: (1) that each state has the absolute power to 
determine the amount of each rate to be charged for rail transporta- 
tion between points within its borders; (2) that a transfer of that 
power is essential to complete federal control, which would require 
a constitutional amendment; (3) that the enforcement of the act to 
regulate commerce in harmony with the decision in the Shreveport 
case would result in a violation of the due process clause of the fifth 
amendment, a question not considered in the Shreveport case. 


Views or OPPONENTS OF COMPLETE FEDERAL CONTROL or RATES 


As an analysis of that case appears in & previous chapter, it 
seems more appropriate first to present the views of the opponents 
of complete federal control, including without distinction those re- 


1 Houston, East and West Texas Railway Company v. United States, 284 U. S. 
842. 
230 
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lating to erroneous construction with those which assail the federal 
power. 

It is claimed that the vower of the states to legislate concerning 
their internal commerce is as full and complete as the power of the 
fedaral government, covering the field of interstate commerce which 
was clearly recognized and declared in all of the decisions of the 
Supreme Court, commencing with Gibbons v. Ogden? and ending 
wita the Minnesota rate cases.? The statements in various decisions, 
as to lack of power in a state to enact legislation affecting interstate 
commerce, are said to have been aimed at state legislation which by 
its terms extended beyond the territorial limits of the state, though 
not including the resultant effect that legislation confined solely 
within the borders of the state might possibly have upon outside 
ecoromie, commercial or transportation conditions. In Gibbons v. 
Ogden‘ the legislation considered directly regulated interstate com- 
meree, and was not confined to commerce solely within the state, 
and it is said that Chief Justice Marshall’s statement that the power 


of the federal government extended to all external concerns of the. 


nation, and all internal concerns affecting the states generally ‘ but 
not to those which are completely within a particular state which do 
not affect other states and with which it is unnecessary to interfere, " 
must have referred to state legis'ation which by its terms extended 
beyoad its boundaries. 

The right of states to fix the charges of public service corpora- 
tions was challenged in Munn v. Illinois. It was claimed that the 
regulation applied directly to interstate commerce, as in the ordi- 
nary course of trade the grain from a number of states would pass 
through the elevators at Chicago, the charges therefor having been 
fixed by an act of the Legislature of Illinois which was assailed in 
the guit. 'The Court held that the act was not & direct attempt to 
regulete interstate commerce and called attention to the familiar 
rule that even though there might be indireet regulation of inter- 
state commerce, until Congress had ‘entered that field the power 
exercised by the state was not unlawful, and further stated that 
under the facts in the case there was no interference with interstate 


3 Gzbbons v. Ogden, 9 Wheat. 1. 

3 Simpson et al. v. Shepard, 280 U. S. 352. 
4 Gibbons v. Ogden, 9 Wheat. 198. 

5 Munn v. Filinois, 94 U. S. 113. 
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commerce. The decisions involving the regulation of railroads 
within the states, decided about the same time, of which Chi- 
cago, Burlington & Quincy Railroad Company v. Iowa® and Petk v. 
Chicago & Northwestern Railway Company! are illustrative, indi- 
cate, so it is said, that the references in the several opinions to the 
reserved power in Congress applied to legislation which in form 
Affected interstate commerce, but as to which Congress had not yet 
legislated, especially as the decision in the Peik case covered legisla- 
tion of the State of Wisconsin establishing rates on traffic originating 
therein but destined to points outside, which the court held valid 
because Congress had not exercised its power as to transportation of 
that character. 

Following these decisions there was general legislative activity 
on the part of the states providing for more complete state regula- 
tion of railroads. The statutes from time to time came before the 
court for construction, and in Stone v. Farmers’ Loan and Trust 
Compar y® the court reiterated the doctrine that “the state may 
beyond all question by the settled rule of decision of this Court, reg- 
ulate freights and fares for business done exclusively within the 
state, and it would seem to be a matter of domestic concern to pre- 
vent the company from discriminating against persons and places 
in Mississippi." These statutes did not by their terms extend to 
transportation or commerce outside their respective borders, but 
in Wabash Railroad Co. v. Illinois? the court declared an act of the 
legislature of that state, which actually covered transportation 
both inside and outside the state, to be valid, because the highest 
court of the state had construed the law to apply only to transporta- 
tion within the state, but added that without such construction by 
the state court the act would have been a direct regulation of inter- 
state commerce which the state was without power to enact, even 
though Congress had not undertaken to legislate on the subject. 
The doctrine of the Peik case, supra, which had evidently misled 
some of the state legislatures was thus repudiated. 


* Chicago, Burlington and Quincy Railroad Company v. Towa, 94 U. S. 155. 
7 Perk v. Chicago and Northwestern Ratlway Company, 94 U. 8. 164. 

8 Stone v. Farmers’ Loan and Trusi Company, 116 U. 8. 307-334. 

? Wabash, St. Louis and Peoria Railway Company v. Ilinois, 118 U. S. 557. 
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A long line of cases!’ involving the rights of states to fix rates 
foLowed the Wabash case, and in each the power of the states was in 
question, and in each it was decided that the action of the states did 
noz cast a burden upon interstate commerce. It is now claimed 
that it was never suggested that Congress might possess the power 
to determine the amount cf a rate for transportation between points 
wholly within a single state until the decision in the Minnesota rate 
cases. In that case, it is said, that no doubt was entertained at the 
time of the decision in the Wabash case, supra, as to the rights of 
states to regulate transportation that was wholly within their re- 
spective borders, and after discussing the decision in that case this 
larguage appears in the opinion in the Minnesota rate cases: “The 
do»trine was thus fully established that the state could not prescribe 
interstate rates but could fix reasonable intrastate rates throughout 
its territory."? It is further stated that the power of the state to 
fix reasonable intrastate rates extends not only throughout the state 
but to cities adjacent to its boundaries, and in exercising that power 
it :s not bound to adjust its rates to correspond with the interstate 
rates established by carriers.? The Court then states that if there 
is 3 restriction on state authority it must be by virtue of the para- 
mount power of Congress ‘over interstate commerce and its instru- 
ments. 

It is further said by the opponents of federal control, that in the 
Minnesota rate cases it was expressly decided that Congress had 
not, in the Act to Regulate Commerce, undertaken to interfere with 
tha powers of the states to fix rates within their territorial limits,” 
although the court did say that discrimination as between state 
and interstate rates could only be determined by the Interstate 

10 Dow v. Beidelman, 125 U. S. 630; Chicago, ete. Railway Company v. Minne- 
soti, 134 U. S. 418; Chicago, etc. Railway Company v. Wellman, 143 U. S. 339; 
Reagan v. Farmers’ Loan and Trust Company, 154 U. 5. 302; Reagan v. Mercantile 
Trust Company, 154 U. 8. 413; St. Louis and San Francisco Railway Company v. 
Gül, 156 U. S. 643; Smythe v. Ames, 160 U. 8. 466; Minneapolis and St. Louis 
Railroad Company v. Minnesota, 180 U. 8. 257; Alabama and Vicksburg Railroad 
Company v. Mississippi, 208 U. 8. 496; Northern Pacific Railway Company v. 
Nerth Dakota, 216 U. S. 579. 

u 230 U. 8. 415. 

12 230 U. S. 418. d à 

8 230 U. S. 416-417. 


4 230 U. S. 417. 
15 930 U. S. 423, 431-432. 1 
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Commerce Comission. It is said that this statement, however, 
is not significant when it is borne in mind that until the decision in 
Baltimore & Ohio Railroad Company v. United States, ex rel. Pitcairn 
Coal Co., it had been generally believed that the act to regulate 
commerce permitted courts to pass upon the question of discrimina- 
tion, and such power had been generally exercised by them. The 
lower court in the Minnesota rate cases had specifically held that 
the state-made races discriminated against interstate commerce and 
the observation o? the Supreme Court of the United States as to 
the original jurisdiction of the Interstate Commerce Commission to 
pass upon that qusstion appears to have been an answer to the claim 
of power on the part of the lower court. 

The foregoing in a general way covers the claims of the oppo- 
nents of complete nationalization of rate regulation regarding the 
powers of the fedaral and state governments up to the time of the 
decision in she Shreveport case, which either overruled the previous 
decisions of the Supreme Court, or resulted in erroneous construc- 
tion of the Act fo Regulate Commerce as well as the commerce 
clause of tke Constitution.’ 

They further contend that the Shreveport case, although hold- 
ing that certain activities of the Interstate Commerce Commission 
under the Act to Regulate Commerce had interfered with the rights 
of the states, in no sense covers the question of the power of Con- 
gress to determine the amount cf any rate for transportation between 
two points wholly within one state.!3 

It is pointed out that the reports of the Interstate Commerce 


. "5 Baltimore and hio Railroad Company v. United States, ex rel. Pitcairn Coal 

Company, 215 U. B. 481, 408-9. 

17 First Employecs’ Liability Cases, 207 U. 8. 463; Gibbons v. Ogden, 9 Wheat. 
1, 203-204: Within zhe state power is “that immense mass of legislation which 
embraces everything within the territory of a state, not surrendered to the general 
government: all which can be most advantageously exercised by the states them- 
selves. Inspection laws, quarantine laws, health laws of every description, as 
well as laws for regu. ating the internal commerce of a state, and those which re- 
spect turnpiks roads ferries, etc., are component parts of this mass. No direct 
general power over these objecta is granted to Congress; and, consequently, they 
remain subject to state legislation. If the legislative power of the Union can 
reach them it must ke for national purposes; it must be where the power is ex- 
pressly given for a special purpose or is clearly incidental to some power which is 
expressly given.” 

18234 U. B. 353, 
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Commission subsequent to the one involved in the Shreveport case, 
show that the Commission has most noticeably refrained from the 
slightest attempt to claim the right to pass on the reasonableness of 
intrastate rates. They also call attention to the necessity for such 
right to enable the Commission to properly determine whether a 
state-made rate gives undue preference to state commerce when 
compared with a rate applicable to interstate commerce. It is 
asserted that undue preferenca must rest upon the fact that the 
state rate complained of is less than a reasonable maximum rate, 
but this claim is not supported by American Express Company v. 
Caldwell)? in which the court makes this statement: “The find- 
ing that discrimination exists and that interstate rates are reasonable 
does not necessarily imply finding that the intrastate rates are un- 
reasonable. Both rates may le within the zone of reasonableness 
and yet involve discrimination." A previous decision of the court 
is cited in support of the language last quoted,?° but the language of 
the prior opinion,*! referred to as ground for the authority, is as 
follows: 

We agree with plaintiff (the Interstate Commerce Commission) that.a charge 
may be perfectly reasonable under Section 1 and yet may create unjust discrimina- 
tion or unreasonable preference under Sections 2 and 3. As was said by Mr. 
Justice Blackburn in Great Western Retlroad Co. v. Sulton L. R., 4 H. L., 226, 239: 
“When it is sought to show the charge is extortionate as being contrary to tho 
statuable obligation to charge equally, it is immaterial whether the charge is 
reasonable or not; it is enough to show that the company carried for some other 
person or class of persons at a lower charge during the period throughout which 
the party complaining was charged more under the like circumstances.” 

The language last quoted seems to indicate that the charge 
exacted from the complaining party, while it might be reasonable 
in and of itself, did nevertheless, subject the complaining party to 
unjust discrimination because of other persons paying a lower rate 
at the same time for a like service. In other words, the reasonable 
rate complained of could not craate discrimination against anybody 
save the party paying it, and that would be due to the lower rates 
enjoyed by other persons. It is therefore claimed, that a rate found 
by a state to be reasonable as a maximum charge for transportation 

19 American Express Company v. Caldwell, 244 U. S. 617—624. 

20 Interstate Commerce Commission v, Baltimore and Ohio Ratlroad Company, 
145 U. S. 263-277. 

u 145 U. B. 277. 
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between two points within its borders cannot result in undue pref- 
erence or subject anyone to unjust discrimination. If unjust dis- 
crimination results thereby it must be due to the maladjustment of 
the interstate rates. It is also said that a rate found by the state 
to be reasonable as a maximum cannot properly be increased by the 
mere declaration of the Interstate Commerce Commission that it 
gives an undue preference to state commerce, the removal of which 
is required by an advance in the state rate, as such action on the part 
of the Commission can in no way be considered as passing upon the 
amount of said rate. l : 

In this connection it "s said that the Commission has given 
greater weight to the act of the state as establishing a case of undue 
preference than it has in considering the act of a carrier responsible 
for a like rate adjustment. Section 3 of the act to regulate com- 
merce,” in dealing with undue preferences and advantages, does not 
specify the character of commerce that may bring about the undue 
preference. It may be found that certain interstate commerce may 
cast a burden upon other interstate commerce by reason of the mal- 
adjustment of rates, and thus tting about a violation of this section. 
And in view of this fact, it is then said that the Interstate Commerce 
Commission has in numerous cages? (of which the 2 cited in the foot- 
notes are illustrative) held that a carrier may make arate between a 
given point of origin and a destination on its line, without regard to 
the rate of another carrier from another point of origin to the same 
destination, and if the rate of the first carrier is not met by the 
second, neither is subject to the claim that it has violated the pro- 
visions of Section 3. And this has been the settled rule in the 
Supreme Court for many years. But, say the opponents of federal 
control, because the state requires a carrier to establish a reasonable 

5 “That it shall be unlawful for any common carner subject to the provisions 
of this act to make or give any undue or unreasonable preference or advantage to 
any particular person, company, firm, corporation, or locahty, or any particular 
description of traffic, in any respect whatsoever, or to subject any particular per- 
son, company, firm, corporation, or locality, or any particular description of traffic, 
to any undue or unreasonable prejudice or disadvantage in any respect whatso- 
ever. 

2 Radroad Commissvon of Kansas v. Atchison, Topeka and Santa Fe Raslway 
Company, 22 I. C. C. 407-416; Blodgett Miling Company v. Chicago, Milwaukee 
‘and St. Paul Railway Company, 23 I. C. C. 448-449. 

^ East Tennessee, Virginia and Georgia Railway Company v. Interstate Com- 
merce Commissyon, 181 U. S. 1, 18, 19, 20, 
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maximum rate for intrastate commerce, which a different interstate 
carrier declines to meet in its intarstate business, the carrier obeying 
the act of the state legislature may be held in violation of Section 3, 
which forbids undue preferences, even though the transportation 
witan the state is specifically eliminated from the application of the 
Act to Regulate Commerce.*® It is said that both the court and the 
Commission have lost sight of the distinction between the applica- 
tior of the act to an interszate carrier, and the lack of power under 
the act to interfere with intrastate transportation handled by the 
interstate carrier; that transportation which may move free from 
the restrictions of the Act to Regulate Commerce can not possibly 
subject transportation governed by the act to unjust discrimination. 
The following illustration is claimed to demonstrate the unsoundness 
of the decision, both of the Commission and the court in the Shreve- 
por; case: 

If carriers operating between Texarkana, Arkansas, and Dallas, 
Texas, and not serving Shreveport, decide to establish a rate be- 
tween the first two points, they may do so provided the rate is not 
less than the cost of transportation, and other carriers operating be- 
twean Shreveport and Dalas may mee: the rate or not, as they see 
fit. If they fail to meet it and complaint is made before the Com- 
mission, and the latter adheres to its numerous decisions on the 
question, neither the carriers operating between Texarkana, Arkan- 
sas, and Dallas, nor the carriers operating between Shreveport and 
Dallas have violated Section 3. But if the carriers operating be- 
twesn Texarkana, Texas, and Dallas apply the rate between those 
points established by the State of Texas, and the carriers operating 
between Shreveport and Dallas do not see fit to meet it, and shippers 
of Shreveport complain of undue preference in favor of the shippers 
of Texarkana, Texas, the Interstate Commerce Commission may 
find an undue preference has been created by the carriers obeying 
the act of the State of Texas, although the Commission would have 
relieved the carriers from the charge if they had established the rate 
from Texarkana, Arkansas, or Texarkana, Texas, to Dallas volun- 


3 Section 1 of the Act to Regulate Commarce provides in part: “Provided, 
however, That the provisions of this Act shall not apply to the transportation of 
passengers or property, or to the receiving, delivering, storage, or handling of prop- 
erty wholly within one State and not shipped tc or irom a foreign country from or 
to any State or Territory aa aforesaid. ; 
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tarily. A recent case in the Supreme Court, not yet officially re- 
ported,” seems to indicate that it would hold the carriers responsible 
for the voluntary establishment of an intrastate rate, if declared to 
unduly prefer intrastate commerce over interstate commerce. 

These considerations, say the opponents of complete federal 
regulation, will require the court to adopt a different construction 
o? the law whenever the question of the power of the Interstate Com- 
merce Commission to determine the amount of a state-made rate is 
presented, and, as the lack of power in the federal government to 
determine the amount of an intrastate rate has been repeatedly 
declared by the Supreme Court, the only way by which that power 
which is essential to complete nationalization can properly be exer- 
cised, is through the medium of a Constitutional amendment. 

It will be observed that the first two grounds upon which the 
opponents of federal control challenge the existence of the federal 
power necessary to bring it about, were not decided in the Shreve- 
port, the American Express Co.,?? or the Illinois Public Utilities 
Commission eases,?? and are therefore still open. 

The third objection of the opponents of complete federal con- 
trol raises a question of power resulting from an attempt to apply 
the decision in the Shreveport case. It is claimed that a reasonable 
maximum rate can not give an undue preference or create unjust 
discrimination against any other rate. This position is somewhat 
shaken by the decision in the American Express Company case, 
supra, but even so, it is said that whenever the Interstate Commerce 
Commission determines that a rate declared by a state to be reason- 
able as a maximum for transportation subjects interstate trans- 
portation to unreasonable prejudice and disadvantage because the 
interstate rate is higher than the reasonable maximum rate set by 
the state, the removal of the preference or disadvantage requires an 
advance in the state rate. This is essentially true, whenever in the 
same decision the Interstate Commerce Commission declares the 
higher interstate rate to be reasonable as a maximum. 

When the state rate is advanced there is no tribunal before 

3 Ilinois Central Railroad v. Public Utilities Commission of Iisnois, January 
14, 1918. 
27 234 U. 8. 342. 


n 2344 U. 8. 617. 
39 See citation 26. 
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which a shipper enjoying that rate can go to test the reasonableness 
of it. If he appears before the Interstate Commerce Commission 
in tke proceeding and attempts to show that the state rate is reason- 
ble as a maximum, he is met with the statement that the Com- 
mission has no control over the rate in question, or the transporta- 
tion moving under it, and that testimony relating to the matter is 
incompetent. The shipper can not go before a tribunal created by 
the state because under the decision in the Shreveport case, the act 
of the Interstate Commerce Commission is final. And thus the 
state shipper is put in this position: his rate is increased witnout an 
oppartunity to be heard as to whether the advanced rate is just and 
reascnable as a maximum. The Act to Regulate Commerce declares 
every unjust and unreasonable rate to be unlawful. The state laws 
so declare. And it has long been the doctrine of the Supreme Court 
that no carrier could establish a state rate higher than the service 
was reasonably worth,*° and for more then 30 years we have had the 
statutory declaration that unreasonable interstate rates were un- 
lawful." In other words, the shipper has the right to a reasonable 
rate, and having that right, unless he is provided a remedy for its 
protection, he has been denied due process. 

The arguments of the opponents of complete national regula- 
tion, if not sound, are at least plausible, and discussion will not sub- 
side until the Supreme Court specifically passes upon the disputed 
questions. 

If, however, the doctrine of the Shreveport case is sound, and 
the court continues to follow the principle announced, the oppo- 
nents of complete national regulation have slight hope for the suc- 
cessful maintenance of their contentions. The three questions of 
power would then be answered in favor of the federal government, 
and especially the third, by the enactment of a law giving to the 
Interstate Commerce Commission the power, whenever complaint 
is made that a given state rate discriminates against interstate rates, 
to declare that ascertainment of the reasonableness of such state 
rate is essential to a correct determination of the existence or the 

10 Smythe v, Ames, 169 U. S. 466. 

1 Section 1 of the Act to Regulate Commerce provides in part: “All charges 
made fcr any service rendered or to be rendered in the transportation of passengers 
or property . . . . as aforesaid, or in connection therewith, shall be just and 


reasonable; and every unjust and unreasonable charge for such service or any 
part thereof is prohibited and declared to be unlawful " 
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non-existence of the preference or discrimination, and thereupon to 
determine the reasonableness or the unreasonableness of the state 
rate as fully and completely as if dealing with an interstate rate. 


NATIONALIZATION OF RATES A CONTINUING PROBLEM 


It would seem to be immaterial,so far as federal power to 
nationalize rates is considered, whether the federal government 
continues to operate the railroads under the proclamation of the 
President, under date of December 26, 1917, or whether the federal 
government should finally purchase the railroads. 

In any event the power to regulate, contról, operate, or own 
must come from Congress, and it can exercise only the powers that 
it finds in the Constitution. " 

The joint resolution of April 6, 1917, declaring war against 
Germany, the joint resolution of December 7, 1917, declaring war 
against Austria, and Section 1 of the act approved August 29, 1917, 
authorizing the President in time of war to take possession of any 
system or systems of transportation (under which provisions the 
President found the authority for his proclamation), gave no greater 
power to the President than Congress could have given to any other 
officer of the government or to any tribunal created by it. 

Congress must, in the first instance, decide whether or not it 
will exercise any power granted to it under the Constitution. When 
it determines to exercise a given power it may choose the form of the 
legislation that it deems necessary and appropriate for the exercise 
of the power.* Conditions existing at the time of the exercise of a 
power may determine in some instances whether the legislation 
- adopted was necessary and appropriate to carry out such power. If 
the subject matter of the legislation is covered by a grant of power 
in the Constitution, and there appears to be some relation between 
the power and the legislation adopted, the legislation will be deemed 
to be necessary and appropriate.® . 

The power to declare a war is one of extreme responsibility and 
only compelling necessity will prompt the exercise of it. A state of 

z Article I, Section 8 of the Constitution, contains grant of powers to Con- 
gress, the last clause of which 18 as follows: “And to make all laws which shall be 
necessary and proper for carrying into execution the foregoing powers; and all 
other powers vested by this Constitution in, the Government of the United States 
or in any department or officer thereof." Legal Tender Cases, 12 Wall. 538; 


Northern Securities Company v. United States, 193 U. B. 348. 
98 McCulloch v. Maryland, 4 Wheat. 418; Logan v. United Siates, 144 U. B. 82. 
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war creates an emergency that would justify, as appropriate and 
necessary, any kind of an act that would even remotely assist in the 
prosecution of the war. Under war conditions, a declaration by 
Congress that the railroads and other common carriers of the coun- 
try were necessary for publie use in carrying on the war would justify 
the most liberal construction of the law by which such properties 
were converted to the publie use, as being necessary and appropriate 
to get the full use of the power. This is not to say, however, that 
limitations on Congressional action can be disregarded. While it is 
for Congress to declare the necessity for converting private property ` 
to »ublie use, it must observe the fifth amendment when it comes 
to zhe matter of compensation.*4 And during the war, or after the 
wa- ends, if Congress should determine that full and complete regu- 
lation of commerce among the states requires ownership by the 
government, it could, under the provisions of the Constitution 
authorizing it to pass such rules and regulations essential to the 
carrying out of that power, properly provide for the manner in 
which the change of ownership eould be brought &bout, subject at 
all times to the limiting provisions of the Constitution. 

Then again, the government might at the termination of the 
war, by appropriate legislation take over the ownership of the car- 
riers on the ground that they were necessary and essential for carry- 
ing on the proper functions of the government. They might proper- 
ly be considered as necessary to the equipment and maintenance of 
the army and the navy, to the movement of troops, or materials and 
supplies to and from forts, arsenals, or other government factories, 
or buildings, as well as for the handling of United States mails. But 
in these instances, a transfer of the title to the real estate located in 
the various states would not give to the federal government com- 
plete legislative control thereover, unless the legislatures of the 
various states consented thereto.” The federal government would 


4 Monongahela Navigalion Company v. United States, 148 U. S. 812. 

# The Constitution, by Article I, Section 8, clauses 12 to 17, inclusive, pro- 
vices as follows: 

The Congress shall have power à 

“To raise and support armies, but no KODTOBRRGOH of money to that use 
shall be for a longer term than two years.” 

“To provide and maintain a Navy." 

“To make rules for the government and regulation of the land and naval 
forces.” 
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own such property the same as any other proprietor. It is not clear 
that the rule as to the legislative control over the real estate in the 
different states is any different if the federal government should take 
over the ownership of the railroads under the power in the commerce 
clause of the Constitution. 

Even though the government becomes the owner of the rail- 
roads it is not believed that the President, or any other officer of the 
government who might be designated, or any tribunal created, could 
establish rates for the transportation of goods of private citizens, 
except on the basis of reasonableness. It would not be in keeping 
with the spirit of American institutions to permit the government 
to take over the railroads and then charge the shipping public rates 
that were unreasonable. 

Rail transportation has become an absolute necessity to the 
commerce of the country. It is necessary because it is not possible 
for every community to produce everything it consumes; therefore 
tne surpluses in other communities must be moved to the communi- 
ties requiring them. If Congress should give to the President, or 
other officer of the government, or some tribunal created thereby, 
the power to establish rates without an opporturity for the parties 
in interest to be heard, the grant would be one of doubtful validity. 
But if Congress does possess the power to pass an act of that char- 
acter, it seems clear that arbitrary action on the part of the person 
or tribunal exercising the power would not be immune from judicial 
interference.™ 





“To provide for calling forth the militia to execute the laws of the Union, 
suppress insurrections, and repel invasions.”’ 

“To provide for organizing, arming and disciplining the militia, and for gov- 
erning such pait of them as may be employed in the service of the United States, 
reserving to the States, respectively, the appointment of the officers, and the autho- 
rity of training the militia according to the discipline prescribed by Congress,” 

“To exercise exclusive legislation in all cases whatsoever, . . . . over 
all places purchased by the consent of the legislature of the state in which the same 
shall be, for the erection of forts, magazines, arsenals, dock-vards, and other need- 
ful buildings." Fort Leavenworth Raslroad Company v. Lowe, 114 U. 8. 331; 
Chicago, etc., Railroad Company v. McGlinn, 114 U. 8. 545. 

By Article I, Section 8, clause 7, the Constitution provides: “The Congress 
shall have power. ... . . 

“To establish post offices and pest roads " Cleveland Railroad Company v. 
Franklin Canal Company, 5 Fed. Cases 2890. 

* Degge v. Hitchcock, 220 U.S 162, 170-171. 


REGIONAL RAILROAD COMMISSIONS: THEIR RELA- 
TION TO THE STATE COMMISSIONS AND TO 
THE INTERSTATE COMMISSION 


By J. E. Love 


— 


Any possible discussion of this subject will suggest in the mind 
of the reader, at the outset, doubt as to the situation with respect 
to zegulation that existed when the discussion was prepared. For 
this reason, let it be understood that the following observations are 
made in the light of the raitroad situation as of January 10, 1918. 

The writer would be exceedingly glad to be the author of a sug- 
gestion that would relieve or end the troubles of the transportation 
industry in its relation to the public, or to make such comment upon 
suggestions already made by others as would materially contribute 
to that end. Mr. Dooley once remarked that “a real statesman is 
the man who finds out which way the procession 1s going and grabs 
the stick away from the drum major.” The writer would be glad 
to qualify as the statesman to lead the procession of transportation 
affairs to the goal of satisfactory regulation. But it is for him to 
join the procession,—not toleadit. The stick is in other hands. 

The regional commission idea embraces any jurisdiction broader 
than that of state lines and narrower than that of complete and ex- 
clusive federal jurisdiction.  Itis given consideration because of dis- 
content with conditions existing heretofore. The advocates of the 
idea, or of the development of an idea under some such name, fall 
naturally into two classes: persons who believe that any sort of 
stase regulation heretofore known is bad and contrary to the in- 
terests of the country and the industry involved; and persons who 
beleve that state regulation has not failed totally, but has failed in 
part, and should be superseded, at least in part, by something 
broader. Those who believe that state regulation, codrdinated to 
the extent that it has been in the past with federal regulation, has 
worked satisfactorily or is the best available solution for the prob- 
lem of promoting and protecting all interests involved, and those 
who» believe the only solution to be exclusive and complete federal 
cortrol or regulation are not in favor of regional commissions. 
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Another fact which may as well be stated before discussing 
suggestions of record on the subject is that, while & condition and not 
& theory confronts the country today, our subject deals strictly and 
exclusively with theory. The person who asks the public to listen 
to a presentation of views on this subject, therefore, runs more or 
less risk of being interrupted by someone rising to make the point 
that the subject is not germane to the situation. 

Looking into the files we find that discussion touching this sub- 
ject has been going on for five or six years. The nearest thing to a 
definite plan results from three or four ideas stated at different times, 
and suggests a system of regional commissions with working head- 
quarters at various points throughout the country, such commissions 
to be organized with one of the members of the Interstate Commerce 
Commission or a person to be appointed by the President as chair- 
man and including one representative from the personnel of the 
state commissions that are supplemented or supplanted by the re- 
gional jurisdiction. 

So far as the writer is informed, this plan is the only one offered 
as anything between dual or state and federal regulation and regu- 
lation by the federal government exclusively. What is known as 
the “Philadelphia plan” and some other suggestions of similar 
character have received some consideration as offering a solution 
for problems heretofore troublesome, but they are, universally, 
predicated upon complete elimination of state regulation of any sort 
or in any degree. They need not and should not be discussed as 
suggesting regional commission control. 

Writers on the transportation question, especially those openly 
expressing the feeling of the railroad managers on the subject, have 
long complained of the burden of responsibility to “forty-nine 
masters," intending by the interminable reiteration of this com- 
plaint to make the public believe that most of the railroads of the 
country have been accountable to forty-eight state commissions and 
the Interstate Commerce Commission. The fact that there are 
but forty-seven state commissions of any character having to do 
with utility regulation has escaped them, and they have never pub- 
lished a list of railroads subject to as many as nine, not to mention 
forty-nine, jurisdictions. But there is no use dilating upon this 
angle of the situation. Readers of this publication understand 
perfectly that the unfairness and inaccuracy of the complaint re- 
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ferred to are present in large degree in mutch of the propaganda in 
favor of reduced regulation and increased rates with which the 
country has been surfeited in recent’ years. But be that as it may, 
it is urged for the regional commission idea, as above described, 
that it would reduce the number of ‘ masters" materially and thereby 
be of advantage. 

It is further urged in support of this idea that matters of lim- 
ited importance, that is, involving only state questions or state 
interests, would be considered and disposed of alike in all the states 
of the region if given the benefit of consideration by a regional com- 
mission; that uniformity would also be secured in rates, rules and 
regulations of various states of the regional jurisdiction in which, 
presumably, transportation conditions would be similar; that the 
imaginary state lines would be largely eliminated from considera- 
tion in dealing with most of the matters involved, resulting in a 
community of interest between members of state commissions, be- 
tween the state and interstate commissions and also between the 
carriers and the various commissions to-a far greater extent than 
has heretofore been the case; and that these results would be ac- 
complished without complete relinquishment of the state control 
idea, which unquestionably would be relinquished by many states 
only under the most severe pressure. 

To safeguard the federal government in its power over such mat- 
tars as have heretofore been under exclusive federal control there 
would, of course, be available an appeal from decisions of the pro- 
posed regional commission to the Interstate Commerce Commission 
£8 at present constituted, and, as to matters now so appealable, to 
the Supreme Court of the United States. 

Objections to the adoption of any such plan as herein outlined 
rest chiefly upon the ground“that there would be entailed an addi- 
tional expense of regulation, with further delay in getting results, 
and that, while a step in the right direction, it does not offer the 
complete relief that the situation demands. In other words, most 
of the objectors are in the position of refusing to consider. They 
lesire complete elimination of state commissions and all semblance 
of state regulation, demand it as a sine qua non, and-are willing to 
discuss nothing which in any way preserves that idea. 

The writer does not at this time give his personal indorsement 
to the regional commission idea, nor does he reject it in toto. Con- 
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. ditions known heretofore have gone and may never return. His 
experience and observation have resulted in the conviction, how- 
ever, that there are questions, hundreds of them every month and 
thousands of them every year, even 10 a jurisdiction as limited ter- 
ritorially as that of the Oklahoma Corporation Commission, that 
can be handled, not only to the best advantage of all concerned, in- 
cluding the railroads, as they have been handled heretofore, by 
state commissions, but that cannot be handled satisfactorily by any 
federal board of control located at and operating from any single 
point. Ifthe state commission is not to be continued as heretofore 
with power to receive and dispose of complaints arising on a mo- 
ment’s notice and demanding immediate disposal, something in its 
stead must be provided. That a regional commission organized on 
any plan that might be devised could.handle such matters with 
satisfaction to the public is possible, but it is exceedingly doubtful. 

The part that the state commissions, many of them, have 
played in bringing about a spirit of popular codperation in increasing 
the efficiency of the transportation systems of the country as & war 
machine has been important, and has been performed more promptly 
and with better success than could have been accomplished through 
any governmental agency less local in jurisdiction than the state 
commission. 

Some time before war was declared the Oklahoma commission 
began safeguarding the communities of this state against coal 
famine this winter, It induced the purchase of hundreds of cars of 
coal by dealers in communities that would have suffered acutely 
before this time had not this effort by the commission been put forth. 
A federal or even a regional authority could not have secured the 
ear of the public as it was secured by the state commission, and the 
results secured had not the state commission been available for the 
expression of the need of the hour would undoubtedly have been 
relatively unimportant, if not negligible. 

Train service for many towns in Oklahoma has been curtailed; 
physical connections have been denied; communities have been 
persuaded to be content with aepot facilities clearly inadequate; 
delivery of cars of fuel or perishables has been expedited; building 
materials have been.searched out in congested yards and hurried to 
destination with benefit to the contractor, the laborer and the car 
situation; the urgent need for cars for moving stock has been dis- 
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covered and the need suppliec in scores of Instances; and innum- 
erable other complaints of many kinds have been handled informally 
but effectively with the result that traffic conditions and the finan- 
cial balance sheet of both the carriers and the shipping public have 
been benefited. The rairoads of Oklahoma have been enabled to 
do more to win the war because of the activities of the Oklahoma 
commission. Further, and perhaps even more important, complaint 
over the extraordinary situation has been brought to an irreducible 
minimum, converted into cheerful acquiescence, and finally into 
enthusiastic codperation on the part of the public. This result 
has been accomplished, unquestionably, more quickly and more 
thoroughly than could have been done through any agency other 
than the state commission. The bearing of these facts upon the 
regional commission idea will be apparent. 

George Ade, the Hoosier humorist, recently remarked, accord- 
ing to the government’s daily Official Bulletin, that the declaration 
07 & man between 30 and 50 to a man of draft age, that he would be 
keen to enlist if not too old, would not be believed, even if it were 
interesting. If the views here expressed by the chairman of a state 
commission on the subject of & proposal to seriously impair or 
abolish powers of a tribunal of which he is a member, and of whose 
value, financial, material and moral, to the public it serves he is 
perfectly sure, be subject to discount on the ground that the per- 
sonal factor in the equation is not susceptible of elimination, he 
suggests merely that, the views of other supposed authorities, whose 
responsibility is different but whose personal interest none the less, 
ke weighed in the same balance. 

As already suggested, it is more than likely na conditions 
Leretofore complained cf because of too much or too little regula- 
tion have gone to return no more. It is inevitable that govern- 
rent control on a military basis will develop benefits that the public 
will demand be made permanent and will reveal practices that the | 
public will never countenance again. With competition for the first 
time in American history under the ban of the government, with 
combines of systems, pooling of traffic and earnings, and many 
practices heretofore outlawed invoked as the order of the day, the 
subject of regional commissions for railway regulation becomes so 
manifestly one susceptible only of speculation and conjecture as to 
justify leaving it with the reader of The Annals for such further 
consideration as his fancy may dictate. 


THE TOMORROW OF FINANCE 
By S. N. Patrran 


A man to whom I was quoting figures exclaimed: “I cannot 
think in terms of billions." This inability illustrates a defect in the 
popular thought. Men educated in a particular industry can think 
in its terms but they become lost when a national budget is presented. 
In most cases the situation is even worse for they think only in 
terms of & family budget. The majority of families have not even 
risen to this concept but merely spend when they can and seek 
credit for their deficit. It is no wonder that they become confused 
when the nation’s budget is presented and even with the best 
intentions make serious mistakes when they undertake to handle 
government problems. Whether we will or no, the national budget 
is in terms of billions and solutions of national problems can be found 
only when & budgetary view of national affairs is adopted. Huge 
as the railroad problem is by itself, it cannot be settled apart from 
the other problems of national finance. Nor can we settle the food 
problem, the fuel problem or the shipping problem without a like 
reference to the related problems, each represented by its billions 
in national finance. l 

This popular confusion of thought is represented by the action 
of Congress which appropriates 20 billions for war purposes and 
authorizes only 4 billions of taxes. Revenue measures all have this 
same defect,—a lack of realization of the magnitude of the problems 
to be faced. It ig easy to suggest means of raising 2 billions or even 
4 billions of taxes. The proposer thinks he has done his duty by 
suggesting some small increase of taxation, forgetting that the 
deficit he leaves unprovided for will disorganize not only public 
credit but also private enterprise unless it is met in some adequate 
way, If private enterprise is not to be disorganized capital must be 
forthcoming regularly. The capital needs of the railroads have 
been forced upon our attention and must call for consideration under 
any system of goyernment regulation, control or ownership. The 
problem of capital is but part of the larger problem of & national 
budget. Capital can come from two sources—profits or savings. 
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Latterly it has come from profits. In the tomorrow of finance it 
must come from savings. This is the issue that the railroadg— 
ind2ed, all industry—must meet. / 

This brief introduction brings me to the heart of the problem 
and indicates the way the problems of national finance should be 
mez. Our railroads, our food and our industry are parts of a na- 
tional budget which we must visualize before any one issue can be 
adequately faced. The year 1914 was the last year o£. normal peace 
conditions. By contrasting the budget of this year with that of | 
1918 the exigencies of our present situation can be clearly seen. 


NATIONAL BupaGET 


1914 l 1918 
Billions Billions 
-Total production 40 Total production 70 
Waste’ 10 Waste — 18 
Earned income 10 . Earned income 10 
Surplus - 20 Increase of government expendi- 
Annual increase of capital 2 ture ` 15 
Annual increase of values 5 Increase of currency 3 
Stork 12 Excess of exports over importa 
Ground rent 4 from 1914 to 1918 8 
Total bank deposits 184 Decrease of stock 8 
B Decrease of industrial capital Z 
Decrease of security values 10 
Government bonds held by banks 
and other credit institutions © 4 
Total bank deposits | . 264 


The year 1914 was a year of sound prosperity and of it the facts 
are wellknown. The basis of my budget is the income of that year 
which is usually placed at 30 billions. The addition I have made, 
which is the only unique feature of the table, is an endeavor to esti- 
mate the waste of the year. We overestimate the evils of economic 
stress if we do not shew the economy which reduced income 
imposes. A war budget cf 10 billions does not mean a like diminu- 
ticn in national welfare. The reduction of waste eases the situation 
amd prevents acute suffering. 

By waste I mean any loss of material which does not result in 
full production. If the material for three suits of clothes passes into 
ths consumer’s hands only as two suits, there is waste. If a hotel 
buys twice the quantity of food which the consumers get, there is 
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waste. So also is it waste if willing workers can find no employment 
or if they are prevented from working by unnecessary sickness. 
Add all these maladjustments together and the sum of annual waste 
becomes a striking magnitude. It is a modest statement to affirm 
that the production which does not reach the ultimate consumer 
plus the failure to produce which known methocs could have pre- 
vented, amount to one-fourth the real production. Waste is not 
important in estimating the income of past years. It is significant 
only as it alters the pressure which a period of national stress im- 
poses. Far more important is the estimate of the annual amount 
of earned income as contrasted with the surplus enjoyed. Here 
estimates are widely different, not because the facts are in question, 
but because of differences in opinion as to where various items should 
be placed. The ordinary business man reckons the surplus as the 
amount left when the year’s expenses are paid. He thus regards 
it the same as the annual increase of security values which amount 
to five or six billions a year. A single taxer assumes it to be the 
same as the total amount of ground rent which is perhaps 4 billions 
a year. Capitalists regard their interest as an earned income and 
professiong] men likewise count their earning as & payment for 
their costs. 

These estimates I have discarded as expressions of personal 
feeling which creates a bias in each group in favor of its own form 
of income. All the confusion &bout the distribution of wealth is 
involved in this discussion and all the uncertainty cf its results. If 
the various claims were added they would not tally with the known 
national income but would greatly exceed it. The general result 
is the denial of the power of the government to make large expendi- 
tures. Each class wants its share exempted and what is left may 
suffice to meet the ordinary expenses of government but it is not 
enough to meet the expenditure of a great war. Can we meet the 
expenses agreed to by Congress for the year 1918? ‘‘No” must be 
the answer if these class estimates are accepted. Who has discov- 
ered how to raise more than four billions on the besis he accepts? 
It was impossible to raise the tax rates higher than they were placed, 
so great was the pressure from many groups each with its own 
special interests to guard. 

The solution is not to accept any of these pleas but to base 
exemptions on vital needs measured objectively. The real surplus 
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is the difference between the amount produced and that needed to 
maintain the personal welfare of the population. We now have 
accurate measures of the demands for food, shelter &nd clothing. 
The figures show that thev are from $600 to $800 a year, varying 
with the size of the city in which people live. But this $800 for 
large cities represents food prices as paid in retail stores. Thera 
are profits to someone on these sales and on the house rents repre- 
serting land values. Labor costs would thus be these prices minus 
the profits of storekeepers and landlords. A fair estimate of labor 
costs would be about $500 a year per family or $100 a year per 
pecson. A sum of 10 billion dollars a year is thus needed to sup- 
port the population of 1914 at the prices then prevailing. What 
is not included in these costs is surplus. With it the people buy the 
comforts and luxuries they enjoy but which they could forego with- 
oct physical detriment if a period of national stress demanded 
" the sums thus expended for national purposes. We may there- 
fore assume that in 1914, of the 30 billions of income, 10 billions 
was needed for the physical welfare of the people and that 20 
billions was a surplus which might be diverted to national pur- 
poses without a lowering of the standard of life. No such 
sacrifice of comforts and luxuries has been demanded nor is it likely 
to be. It, however, represents what Germany is doing and why |. 
the German people have held out so long and so well. Such suffer- 
ing as Germany has had to endure is not the result of the reduction 
of income which has been demanded but of wrong estimates made at 
the beginning of the war. The new view of food values was not 
accepted by the Germars at the beginning of the war. As a result 
they killed off their live stock too rapidly and could not replace it 
when they found their shortage was in fats and not in proteins. 
Such a mistake may be fatal to a blockaded nation like Germany 
but it does not affect America with its generous supply of all needed 
commodities. We could feed, clothe and house our people for $100 
per person. The rest is surplus on which the nation has a "rst 
slaim. 

Such are the probiems of sustenance. The increase of pros- 
perity on which the increase of surplus depends is largely a question © 
of the increase of capital. A conservative estimate of this increase 
is 2 billion dollars a year. This means that production excəeds 


consumption by this amount. The sum, however, grows with every 
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improvement in the processes of production or in the utilization of 
the labor force. These improvements add about 200 million to 
the surplus each year and show our rate of annual progress. But 
far different from these estimates are those of the increase of values. 


-The increase of values is the increase of security values determined 


by the market price of stocks and bonds. Of these prices, our 
knowledge is fairly complete and indicates an increase of values from 
4 to 6 billions a year. The increase of security values is thus more 
than double the increase of capital as measured in stock and physi- 
cal improvements. This is due to the low rate of interest which 
gives high security values. We have a nominal rate of interest (4 
per cent in which values are estimated when the real rate is nearer 
8 percen., So long as the two rates are so far apart, the rapid rise of 
security values is inevitable. The values thus made are not real but 
estimates based on the rate of interest. We are said to be worth 
200 billions but a rise of the interest rate from 4 to 5 per cent would 
take a quarter from these estimates. 

The budget of 1918 represents the conditions of January 1 and 
is therefore subject to change as the facts of the year become more 
fully known. The essential difference is due to the rise of prices. 
Of this, various estimates have been made varying from 60 to 100 
per cent. The cost of living has risen 88.5 per cent according to 
‘the figures of the Federal Department of Labor. Agricultural 
y. “duce of practically the same amounts valued at 10 billions in 
1914 were valued at 21 billions at the close of 1917. It would seem 
therefore that an increase of 75 per cent was a conservative estimate 
and on this basis the money value of the national income would rise 
from 40 billions in 1914 to 70 billions in 1918. The figures I use 
for waste do not mean an increase in the amount wasted but in 
the value of what is wasted. Rises in wages are difficult to estimate 
as they are different in the various occupations. Unskilled labor 
has perhaps gained a net advantage through the rapid rise in its 
rate of payment but skilled labor and the lower range of salaries 
have gained but little. Between groups as varied as they are it is 
hard to strike an average. There can, however, be little doubt but 
that the workers and the salaried groups have as a, whole suffered 
by the change. A rise of 60 per cent is probably an overestimate of 
the advantage they have received. 

On this basis the money valug of the national surplus would be 
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about 40 billion dollars of which the government takes 15 billion 
in taxes and bond issues. This would leave 5 billions still in the 
hands of producers as extra, profits, an estimate which is probably 
below the actual figures. 

Great inroads havealso been made in the stock of goods, so great 
in fact as to change the surplus of 1914 in many cages into a deficit. 
This shortage we are beginning to feel and will feel more severely as 

ihe year progresses. The 12 billions of stock held in 1914 has been 

reduced to below 4 billions. My estimates are based on these facts. 
The excess of exports over imports for the three years from 1914 to 
1917 inclusive was 8 billion dollars. In return for this we have 
received about 5 billions of American securities held abroad and 3 
billions in cash. As there has been little or no reduction in the 
amount consumed, the condition of today differs from that of 1914 
namely in the reduction of stock. Goods have gone out while 
securities and gold have flowed in. 

In addition to this change there has been an actual loss of 
industrial capital. The railroads have not kept up their rolling 
stock, the evil effects of which we now keenly feel. Manufacturers 
have saved by using their machines and tools for a longer time and 
thus reduced current expenses at the expense of the future. Many 
factories have been transformed into military establishments which 
process reduces the industrial capital. Such a factory must be 
rated, not as it yields for war purposes, but as it will yield when it 
is again put to industrial uses. The income of war plants is not 
national income but a part of the expenses of war. 

The loss in security values has also been equally severe. The 
amount of securities listed on markets are estimated at 40 billions 
&nd the average decline in value has been 25 per cent, thus making ' 
a loss of 10 billions in values to be added to the loss of 10 billions in 
goods. The amount of bank deposits were 184 billions in 1914 and 
26% billions in 1917. This seems a gain but if the rise in values has 
been 75 per cent the deposits of 1917 would purchase 6 billions less 
goods than would the deposits of 1914 at the prices which now pre- 
vail. These all represent pre-war losses. Our war expenses come 
under another head. Of the bonds sold at least 4 billions were still 
in the hands of the banks or related institutions at the beginning of 
the year. The public have promised to take much of this, thus 
relieving the pressure on the banks, but it must be done by a con- 
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traction of expenditure on their part in the year 1918. It is a 
deficit weighing on national resources until these promises are ful- 
filled. 

The equilibrium in terms of the budget of 1914 left a surplus of 
2 billions for future investment. Given the same disposition to 
spend in 1918, an increased government expenditure of 15 billions 
would leave a deficit of 13 billion dollars. A new equilibrium thus 
demands a decrease of nearly a third in personal expenditure. There 
is little in the history of the last three years to show that measures 
thus far devised will produce the desired result. The year 1917 
shows no net decrease in personal expenditure. Many have doubt- 
less promised to save in the year 1918 but promises are valueless 
unless measures are devised to make them effective. Were the 
situation merely a result of the war, we might regard it abnormal 
and walt for peace to restore what the war has disturbed. There is, 
however, much evidence that the situation is the normal outcome 
of far-reaching changes which were manifest before the war but 
which have become active forces only under the pressure which the 
war has created. Had 10 billions of extra funds been demanded at 
any time in the last ten years, the same crisis in national finance 
would have occurred. The reason is that there has been a sharp 
Increase in the urgency of consumption due to the cheapening of 
comforts and luxuries which thus produces an increased desire to 
spend. At the same time the increased security of salaried incomes 
has reduced the willingness to save. An annual expenditure in the 
form of life insurance will give a stability to family life which a real 
saving fails to secure. We have ceased to be a nation of savers and 
have become a nation of life insurers. This means security and 
increased happiness but it does not involve that rapid increase of 
capital which former methods encouraged. The low birth rate adds 
to the intensity of present expenditure and is probably its result 
rather than its cause. But it tends to an equilibrium between 
expenses and income which shuts out saving. There is still some 
saving among families whose incomes are under $1,200 a year. The 
uncertainties of work, of health and of life keep active many of the 
older economy motives and make an annual surplus a necessity. 
But if the class whose incomes range from $1,200 to $4,000 were 
put in a group by themselves, they would probably owe society more 
than society owes them. They have ceased to own houses for 
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apartment life suits them better. They own automobiles, but 
they are in debt for them. They may go to high priced theaters 
less but they patronize motion pictures more. They are well housed, 
well clothed and enjoy summer vacations, but all these add to the 
urgency of present expenditure and leave less room for the saving 
by which capital is increased. If we add to this the rapid increase 
in display advertising and the growth of department stores we com- 
plete the picture of the growing power of expenditure over the 
saving instinct. 

These facts are not war facts but a statement of tendencies 
clearly evident before the war came on. I have frequently called 
attention to them as a social change to which industry must adjust 
itself. The war has made a crisis in that it increases national ex- 
penditure without reducing the pressure of individual wants. The 
growing deficit of pre-war times becomes a startling fact when it is 
coupled with the present war expenses. I say pre-war deficit be- 
cause the pressure of deficit would have been felt then if it had not 
been covered by the savings of the small class whose incomes exceed 
$5,000 a year. Their profits have been high, leaving an excess for 
saving in the face of increased expenditure. The rich in this sense 
had probably a gross income of 10 billions before the war, of which 
they saved perhaps one-quarter. This would account for all the 
saving made at that time. If people with*smaller incomes had no 
deficit they were fortunate. Certainly the class as a whole con- 
tributed a negligible sum to the netional saving. Many complaints 
are made that all the increase of wealth goes to the rich, but with 
the lack of motive to save it is hardly possible that it would be 
otherwise. Only the prosperous have an income which exceeds 
their urgent wants. Families with medium income live as they go 
and the workers save only to meet the exigencies arising from sick- 
ness and non-employment. 

I picture this pre-war situation so as to show the crisis the 
nation then faced. The period from 1900 to 1910 were flush years 
in which large profits were made. The industrial surplus was placed 
on the investment market and the rate of interest forced thereby to 
below 4 per cent. At the same time the sources of amusement and 
pleasure were vastly increased making a pressure for consumption 
by which the income of the average family was used up. The 
people thus ceased to save, but the loss of these savings was not felt 
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because of the vast surplus made in the newly enlarged industries. 
Capital thus ceased to be savings and became industrial profit. ‘The 
low rate of interest forced up security values to such a degree that 
one dollar of real capital became two dollars of values in security. 
By 1910, the sources of the great surplus in the large industries were 
in & measure reduced and the supply of fresh capital fell off. A 
check on the increase of capital was thus created which could be met 
in only two ways. Hither a higher rate of interest must be offered 
and popular saving evoked, or higher rates must be charged so that 
the industrial surplus would be sufficient to permit the proper 
increase of capital. Ifa higher rate of interest were offered security 
values would fall. A 5 per cent rate instead of 4 per cent would 
decrease security values by a quarter. Naturally this solution did 
not appeal to the nation’s financiers. They chose the other plan 
of forcing up rates so that the increase of capital would come from 
the surplus thus acquired. This policy is apparent in the case of 
railroads whose values would be most affected by a rise in interest 
rate. Everyone is familiar with the struggle about rates between 
the Interstate Commerce Commission and the railroads. The rates 
were held down. The railroads refused to offer higher rates of 
interest, stopped making improvements and practically ceased to 
increase their rolling stock and other equipment. A crisis in rail- 
road finance was thus approaching even if the war had not inter- 
vened. Low profits and a low rate of interest do not match. One 
or the other must yield. But the issue was put off by the war which 
has for the time brought high profits and has reversed the tendency 
for lower rates. ‘The element desiring that capital be created out of 
profits is again supreme and will probably remain so while the war 
lasts. But the issue, although delayed, cannot be avoided. A sys- 
tem of finance that depends on profits to create new capital must 
move in one direction while a democracy must go in another. The 
increase of capital as well as the expense of the war must come from 
High profits or from popular economy. Of the former plan all are 
familiar since it is the method of finance on which recent prosperity 
has depended. With democratic finance we are less familiar and 
to use it would reverse many well-established financial maxims. 
Every reduction of the interest rate adds to the value of what 
the prosperous have and creates a sharper gulf between them and 
the less fortunate classes. The less the rate the more difficult is the 
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advance from lower to higher social ranks. It may seem that a 
reduced rate is of popular advantage as when the mortgage rate of 
interest is lowered. But the advantage is to present holders only. 
They gain by an increase of values while to others the difficulty of 
acquiring farms grows. A low rate of interest means high farm 
values and a growth of tenant workers. It is hard to find a locality 
where the rate of interest has fallen below 6 per cent without break- 
ing up the community life of farmers and substituting in their place 
a much lower class of tenant farmers. The problem is not solved, 
however, by dealing with a specific class no matter how important 
they are. The real problem is what motives can be placed around 
a people so they will do their own saving. A 4 per cent rate will 
not do this. There never has been in the past much popular saving 
below a 6 per cent rate but even this rate may fail under the new 
pressure for increased consumption. While the rate which will evoke 
sufficient popular saving cannot be stated, the general issue may be 
seen by contrasting the conditions of a farming community with a 
4 and an 8 per cent rate of interest. An 80 acre farm with an 8 per 
cent rate would be worth $4,000 ($50 an acre) while with a 4 
per cent rate it would be worth $8,000 ($100 an acre). If a working 
man can make a net saving of $100 a year and he must pay one 
fourth of the purchase money to buy a farm, he can become a land 
owner in 8 years if the rate of interest is 8 per cent while it will take 
him 18 years to save enough to buy the farm if the rate is 4 per cent, 
thus making the selling price $8,000 of which he must pay one-fourth 
down. It is easy to see that in the first case, workers.will become 
landholders and the standards of the community will be maintained, 
while in the second case the long wait will lead to discouragement 
and to the migration of the better workers to some other occupa- 
tion. There is no way in which a unified community standard can 
be upheld where such high values and low rates of interest persist. 
A social split is sure to occur dividing the community into a leisure 
class and a large mass of dependent workers. The same tendenciés 
show themselves in industrial occupations although it is not so easy 
to contrast the motives which operate to discourage one class and to 
give advantage to the other. But democracy demands the same 
in both cases and the solution is not different. Suppressed motives 
must be evoked and the obstructions to social unification set aside. 

To make the bearing of these statements plain it is necessary 
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to define more clearly the meaning of an economie democracy. An 
economic aristocracy is a society where the capitalists are a self- 
perpetuating class distinct from the workers both in occupation and 
in motive. Capital once saved is perpetuated and gives to its 
holder advantages denied to other classes. Low rates of interest 
with extraordinary inducements for individual enterprise are the 
basis of this condition. The high personal rewards give the basis 
of large fortunes and the low rates of interest stop the growth of 
competing capital. In contrast to these conditions a democratic 
economy is one in which privileges do not endure. All personal 
advantage is slowly reduced so that in time any family or class loses 
its industrial superiority and sinks back to the common level from 
which it must take a fresh start if its advantages are to be renewed. 
From shirt sleeve to shirt sleeve in three generations is an old adage 
which has a social significance if it means that the superior energy of 
one generation does not lift a family into a self-perpetuating leisure 
class. The adage implies that the descendents will be extravagant 
and thus lose their superiority. Socially, however, the advantage 
should not be lost in this way but by conditions which prevent the 
self-perpetuation of capital. This self-perpetuation 18 now favored 
because it is believed to be the only means by which an adequate 
supply of capital can be obtained. But the need of this perpetuation 
depends on the rate at which new capital is secured. Low rates of 
interest check the increase of new capital while high rates encourage 
it. The problem of democratic finance is to get a rate of interest 
which will produce a growth of new capital large enough to supply 
an Increasing industry and to replace the decrease which is actually 
taking place in old capital. If, for example, old capital decreased 
at the rate of 2 per cent a year while an increase of 3 per cent a year 
was demanded to supply the increasing need of industry, the annual 
increase of new capital must be at least 5 per cent a year. If this 
condition were brought about, we would have democratic finance 
and the permanance of class distinctions would cease. Everyone 
would be permitted to gain whatever advantages his superior 
advantages permitted but what he left to his heirs would not be a 
self-perpetuating fund; it would be merely an annuity which would 
finally disappear. 

The difficulty is not in preventing this self-perpetuation, but to 
secure the requisite capital to take its place. We now think of 
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capital as a permanent fund and do not realize how an industrial 
system could work without it. The advantage of capital now seems 
to lie in elevating one’s family into the leisure class. A democratic 
view would not be this but the creation of a period of economic 
leisure for one’s old age. We realize the advantage of limiting the 
hours of labor in each day, but we do not in a similar way see the 
&dvantage:of limiting the years of labor. We stop work at 5 p.m. 
but we do not stop industrial activity at sixty. This lack of a social 
concept is largely due to the shortness of life in the past and to its: 
uncertainty. Just as men were glad to get work they were glad to 
work until they dropped dead. The decrease of disease and the 
growth of sounder views of life permit us to think of a thirty-year 
working period as we now think of an eight-hour day. Should this 
view become prevalent a new attitude about saving would result. 
Men would save freely during their working period and spend freely 
in their old age. Their capital would become an annuity and not a 
permanent fund. Each generation would supply the capital for its 
successor who in turn would save for those which follow. A con- 
tinuous destruction and replacement of capital would result with no 
permanent class enjoying its advantage. The old would lend to 
the young and the young would save for their old age leisure. 

The longer life and the better living are now realities and will 
engage more attention no matter what financial system we use. 
The choice is between low rates of interest with a permanent leisure 
class and high rates with democratic saving by the whole population. 
The heredity of the upper and lower classes are not different. It is 
conditions which evoke saving habits and they may be made general 
by calling them into activity with the proper inducements. When 
a region is new and capital scarce, there is no difficulty to arouse 
the proper amount of saving. It is when the inducement fails 
because of low interest rates that the division into classes appears. . 
If taxation had prevented this self-perpetuation of capital the 
general inclination to save would have continued and fresh cap- 
ital would have appeared each year to replace that lost by taxation. 

A democratic society must think more of its health, more of the 
length of life and more of leisure both in old age and from day to 
day. It must be a working organization active and efficient but it 
cannot afford to be 100 per cent efficient in work and only 20 per 
cent efficient in ite amusement, recreation and leisure. Production 
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and consumption must complement each other and each bring its 
joys. Democracy is a many-sided life and not an alley leading to a 
single goal. ` 

These statements I assume will be accepted in a vague way by ` 
most people who read them. We have become so used to the 
presentation of Utopias that we read of them with pleasure and for- 
get them with equal readiness. It is only as they are transformed 
into facts that they become realities for the realization of which 
practical plans may be devised. I shall try to-do this by presenting 
figures which show how the ends desired may be reached. We must 
begin this witha study of the prosperous for it is with changes in 
their attitudes that we are mainly concerned. We are as a class 
quite willing to lecture the workers but we do not take home the 
lessons taught. Many budgets have been presented of workers and 
we know fairly wéll of the merits and defects of their expenditure. 
We lack a like picture of the upper middle class whose expenditures 
are more than any other factor the cause of the present situation , 
and the obstacle to its improvement. I shall present not the usual 
budget of the workers which visualizes the minimum of necessities 
needed by working families, but a budget of those whose expendi- 
tures represent the lower limit of good living. These “good livers” 
represent the tendencies of the prosperous and the pressure to spend 
forced on them by the social life they enjoy. In the cost of an 
automobile I have included depreciation charges. A $1,200 
automobile run by the owner will cost him $300 a year on this basis. 
The rule for wise insurance is that the income to be derived from it 
should equal half the family income, 


Tae Mmmm or Goop Lrvina 


Tob. caesos een usse tuse '$800  Summererpenses............ 300 
Automobile. ce scsi irass eri 300  Ámusement................. 200 
BOPVICO cceacd ku oles es CIPUE 800  Generosity............ eee 200 
Clothing s eoe bee YES .900  Taxea.........eeeeeee eene 100 
ta et ics tis hae ew xu en ae Pis 6000 IXON. ios cacao on cee yas ner 200 
Household expenses, ......... ' 100 ——— 
IHBUIBSHOÓ...o ie pr OUO 000 Toll 2 os sowie ewan $4,000 


The defect in this budget is not from the personal but from the 
social viewpoint. The comforts of life are provided for but there is 
no pressure to encourage thrift. Such a standard is therefore in- 
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complete and undemocratic. It is incomplete in that the thrift 
instinct must be aroused to make a normal man. A thriftless man 
is as liable to degeneration as is a man who does not work. Such . 
families, however pleasant and wholesome, sink in intelligence and : 
vital power. They are also undemocratic because if they do not 
save there must be a capitalistic class to perform this function, and 
back of them, a predatory class to amass the fortunes which the 
capitalist class inherit. Only when energy and thrift are combined 
and simultaneously evoked, will a democratic family appear which 
is thus independent and self-determining. To bring this about a 
thrift item must be added to their budget and thrift motives evoked 
by a sufficing rate of interest. 

The working epoch of each man should be followed by a period 
of leisure in old age. During the working period he saves, in old 
age he spends. What sum of annual saving will give a thirty-year 
period of work and saving coupled with a period of twenty years’ 
leisure in old age? If the sum of this saving sufficed to keep up the 
capital of the country there would then be a replacing capital 
instead of the permanent fund now-sought. There could then be 
fresh capital saved each generation to replace the spending of their 
predecessors of the past generation. Capital in one sense would be 
permanent for enough would always be at hand, but it would be 
temporary in the sense that the capital of each generation would go 
as they go. To bring this about would demand an annual saving 
of $400 a year if the rate of interest remained at 4 per cent while an 
annual saving of $200 a year would suffice if the rate of interest was 
8 per cent. It is plain that $400 a year of saving would exceed 
present possibilities while a saving of $200 a year is practicable. If 
the actual return on capital is now 8 per cent there is no external 
obstacle to an unified democratic society. It is the thrift-pressure 
which we need and this cannot be evoked while the rate of interest 
remains at 4 per cent. 

Such a picture the reader may regard as picturesque if he will. 
It is not this which I have primarily in mind but to show the dilemma 
in which the nation is at the present time. We have had in the past 
a society more or less predatory in its nature. The gains of the few 
were at the expense of the many and out of these gains came the 
capital of the nation. The “good liver" is an adjunct and com- 
pleted product of this epoch. But against this régime the people 
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have of late revolted and pressure has been put in ways which have 
reduced profits. However, capital came from these high profits and 
with their reduction comes a failure to supply the capital needed for 
industrial enterprise. This restrictive economy is thus bourid to 
fail The check to the increase of capital must be obviated either 
by a return to the epoch of high individual profit or by pushing on 
to a more democratic society in which the people do their own sav- 
ing. Such a choice the American people face and to which they will . 
turn I cannot say. But I can say that a policy of restriction will not 
work. I can also say that a more fully democratic society is a prac- 
tical expedient if the mental attitude of the people is altered to meet 
the new situation. The struggle of coming years is thus not a 
struggle with nature but a struggle of conflicting motives. Our 
democratic ideals may become real forces, or a keen desire for good 
living may keep active the forces on which our social class distinc- 
tions depend. 
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POSSESSION AND CONTROL OF RAIL AND WATER TRANSPORTA- 

TION SYSTEMS 


By THE PRESIDENT OF THE UNITED STATES OF ÅMERICA 


A PROCLAMATION 


í the Congress of the United States, in the exercise of the con- 
stitutional authority vested in them, by joint resolution of the Senate 
and House of Representatives, bearing date April 6, 1917, resolved: 

That the state of war between the United States and the Imperial Ger- 
man Government which has thus been thrust upon the United States is hereby 
formally declared; and that the President be, and he is hereby, authorized 
and directed to employ the entire naval and military forces of the United 
States and the resources of the Government to carry on war against the Im- j 
perial German Government; and to bring the conflict to a successful termina- 
tion, all of the resources of the country are hereby pledged by the Congress 
of the United States. | 


And by joint resolution bearing date of December 7, 1917, resolved: 


That a state of war is hereby declared to exist between the United State; 
of America and the Imperial and Royal Austro-Hungarian Governments 


termination, all the resources of the country are hereby pledged by the Con- 
gress of the United States. 


. And whereas it is provided by section 1 of the Act approved August 29, 1916, 
entitled “An Act making appropriations for the support of the Army for the fiscal 
year ending June 30, 1917, and for other purposes,” as follows: 


The President, in time of war, is empowered, through the Secretary of 
War, to take possession and assume control of any system or systems of trans- 
portation, or any part thereof, and to utilize the same, to the exclusion as far 
as may be neceesary of all other traffic thereon, for the transfer or transporta- 
tion of troops, war material and equipment, or for such other purposes con- 
nected with the emergency as may be needful or desirable. 
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And whereas it has now become necessary in the national defense to take posses- 
sion and assume control of certain systems of transportation and to utilize the 
same, to the exclusion as far as may be necessary of other than war traffic thereon, 
for the transportation of troops, war material and equipment therefor, and for 
other needful and desirable purposes connected with the prosecution of the war; 

` Now, Taprurorn, I, Wooprow WirsoN, President of the United States, 
under and by virtue of the powers vested in me by the foregoing resolutions and 
statute, and by virtue of all other powers thereto me enabling, do hereby, through 
Newton D. Baker, Secretary of War, take possession and assume control at 12 
Q'elock noon on the twenty-eighth day of December, 1917, of each and every 
system of transportation and the appurtenances thereof located wholly or in part, 
within the boundaries of the continental United States and consisting of railroads, 
and owned or controlled systems of coastwise and inland transportation, engaged 
in general transportation, whether operated by steam or by electric power, includ- 
ing also terminals, terminal companies and terminal associations, aleeping and 
parlor cars, private cars and private car lines, elevators, warehouses, telegraph 
and telephone lines and all other equipment and appurtenances commonly used 
upon or operated as a part of such rail or combined rail and water systems of 
transportation ;—to the end that such systems of transportation be utilized for the 
transfer and transportation of troops, war material and equipment, to the exclu- 
sion so far as may be necessary of all other traffic thereon; and that so far as such 
exclusive use be not necessary or desirable, such systems of transportation be 
operated and utilized in the performance of such other services as the national 
interest may require and of the usual and ordinary business and duties of common 
carriers. NE ; 

It is hereby directed that the possession, control, operation and utilization of 
such transportation systems hereby by me undertaken shall be exercised by and 
through William G. McAdoo, who is hereby appointed and designated Director 
General of Railroads. Said Director may perform the duties imposed upon him, 
so long and to such extent as he shall determine, through the Boards of Directors, 
Receivers, officers and employees of said systems of transportation. Until and 
except so far as said Director shall from time to time by general or special orders 
otherwise provide, the Boards of Directors, Receivers, officers and employees of 
the various transportation systems shall continue the operation thereof in the 
usual and ordinary course of the business of common carriers, in the names of their 
respective companies. 

Until and except so far as said Director shall from time to time otherwise by 
general or special orders determine, such systems of: transporation shall remain 
subject to all existing statutes and orders of the Interstate Commerce Commission, 
and to all statutes and orders of regulating commissions of the various states in 
which said systems or any part thereof may be situated. But any orders, general 
or special, hereafter made by said Director, shall have paramount authority and 
be obeyed as such. í 

Nothing herein shall be construed as now affecting the possession, operation 
and control of street electrio passenger railways, including railways commonly 
called interurbans, whether such railways be or be not owned or controlled by 
such railroad companies or systems. By subsequent order and proclamation, if 
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and when it shall be found necessary or desirable, possession, control or operation 
may be taken of all or any part of such street railway systems, including subways 
and tunnels; and by subsequent order and proclamation possession, control and 
operation in whole or in part may also be relinquished to the owners thereof of any, 
part of the railroad systems or rail and water systems, possession and control of 
which are hereby assumed. 

' The Director shall as soon as may be after having assumed such possession 
and control enter upon negotiations with the several companies looking to agree- 
ments for just and reasonable compensation for the possession, use and control of 
their respective properties on the basis of an annual guaranteed compensation, 
above accruing depreciation and the maintenance of their properties, equivalent, 
as nearly as may be, to the average of the net operating income thereof for the | 
three year period ending June 30, 1917,—the results of such negotiations to be 
reported to me for such action a8 may be appropriate and lawful, 

But nothing herein contained, expressed or implied, or hereafter done or 
suffered hereunder, shall be deemed in any way to impair the rights of the stock- 
holders, bondholders, creditors and other persons having interests in said systems 
of transportation or in the profits thereof, to recaive just and adequate compensa- 
tion for the use and control and operation of their property hereby assumed. 

Regular dividends hitherto declared, and maturing interest upon bonds, 
debentures and other obligations, may be paid in due course; and such regular 
dividends and interest may continue to be paid until and unless the said Director 
shall from time to time otherwise by general or special orders determine; and, 
subject to the approval of the Director, the various carriers may agree upon and 
arrange for the renewal and extension of maturing obligations. 

Except with the prior written assent of said Director, no attachment by 
mesne process or on execution shall be levied on or against any of the property 
used by any of said transportation systems in the conduct of their business as 
common carrier; but suits may be brought by and against said carriers and judg- 
ments rendered as hitherto until and except so far as said Director may, by general 
or special orders, otherwise determine. 

From and after twelve o'clock on said twenty-eighth day of Desanka 1917, 
all transportation systems included in this order and proclamation shall con- 
clusively be deemed within the possession and control of gaid Director without 
further act or notice. But for the purpose of accounting said possession and con- 
trol shall date from twelve o'clock midnight on December 31, 1917. 

Ix WirNzss WuxnEOr, I have hereunto set my hand and caused the seal of 
the United States to be affixed. 

Done by the President, through Newton D. Baker, Becretary of War, 
' in the District of Columbia, this 26th day of December, in the year of 
[BzAr.] our Lord one thousand nine hundred and seventeen, and of the inde- 
pendence of the United States the one hundred and forty-second. 
WOODROW WILSON 


By the President: 
Ronznuv LANSING, Newton’ D. Baxzm, 
Secretary of State. Secretary of War. 


[No. 1419.] 
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THE PRESIDENT’S ADDRESS TO CONGRESS ON FEDERAL 
CONTROL OF RAILROADS, JANUARY 4, 1918 


Gentlemen of the Congress: 

I have ssked the privilege of addressing you in order to report that on the 
28th of December last, during the recess of Congress, acting through the Secre- 
tary of War and under the authority conferred upon me by the act of Congress 
approved August 29, 1916, I took possession and assumed control of the railway 
linea of the country &nd the systems of water transportation under their control. 
This step seamed to be imperatively necessary in the interest of public welfare, 
in the presence of the great tasks of war with which we are now dealing. As our 
experience develops difficulties and makes it clear what they are, I have deemed 
it my duty to ramove those difficulties wherever I have the legal power to do so 
To assume control of the vast railway systems of the country is, I realize, a very 
great responsibility, but to fail to do so in the existing circumstances would have 
been a much greater. J assumed the lesser responsibility rather thaa the weightier. 

I am sure that I am speaking the mind of all thoughtful Americans when I 
say that it is our duty as the representatives of the nation to do everything that 
is necessary to do to secure the complete mobilization of the whole resources of 
America by as rapid and effective a means as can be found. Transportation 
supplies all the arteries of mobilization. Unless it be under a aingle and unified 
direction, the whole process of the nation’s action is embarrassed. ' 

It was in the true spirit of America, and it was right, that we should first try 
to effect the necessary unification under the voluntary action of those who were 
in charge of the great railway properties; and we did try it. The directors of the 
railways responded to the need promptly and generously. The group of railway 
executives who were charged with the task of actual coordination and general 
direction performed their duties with patriotic zeal and marked ability, as was 
to have been expected, and did, I believe, everything that it was possible for them 
to do under the circumstances. If I have taken the task out of their hands, 
it has not been because of any dereliction or failure on their part, but only because 
there were some things which the government can do and private management 
cannot. We shall continue to value most highly the advice and assistance of 
these gentlemen, and I am gure we shall not find them withholding it. 

It had become unmistakably plain that only under government administra- 
tion can the entire equipment of the several systems of transportation be fully 
and unreservedly thrown into a common service without injurious discrimina- 
tion against particular properties. Only under government administration can 
an absolutely unrestricted and unembarrassed common use be made of all tracks, 
terminals, terminal facilities and equipment of every kind. Only under that au- 
thority can new terminals be constructed and developed without regard to the, 
requirements or limitations of particular roads. But under government admin- 
istration all these things will be possible, not instantly, but as fast as practical 
difficulties, which cannot be merely conjured away, give way before the new man- 


agement. 
The common administration will be carried out with as little disturbance 
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of the present operating organizations and personnel of railways as possible. Noth- 
ing will be altered or disturbed which it is not necessary to disturb. We are gerv- 
ing the public interest and safeguarding the public safety, but we are also regard- 
ful of the interest of those by whom these great properties are owned and glad to 
avail ourselves of the experience and trained ability of those who have been 
managing them. 

It is necessary that the transportatior of troops and of war materials, of food 
and of fuel, and of everything that is necessary for the full mobilization of the 
energies and resources of the country, should be first considered, but it is clearly 
in the publie interest also that the ordinary activities and the normal industrial 
and commercial life of the country should be interfered with and dislocated as 
little as possible, and the public may rest assured that the interest and conven- 
ience of the private shipper will be as carefully served and safeguarded as it is 
possible to serve and safeguard it in the present extraordinary circumstances. 

While the present authority of the executive suffices for all purposes of ad» 
ministration, and’while, of course, all private interests must for the present give 
way to the public necessity, it is, I am sure you will agree with me, right and neces- 
sary that the owners and creditors of the railways, the holders of their stocks and 
bonds, should receive from the government an unqualified guarantee that their 
properties will be maintained throughout the period of federal control in as good 
Tepair and as complete equipment as at present, and that the several roads will 
receive under federal management such compensation as is equitable and just 
alike to their owners and to the general public. I would suggest the average net 
railway operating income of the three years ending June 30, 1017. I earnestly 
recommend that these guarantees be given by appropriate legislation and given 
as promptly as circumstances permit. 

I need not point out the essential justice of such guarantees and their great 
influence and significance as elementa in the present financial and industrial situa- 
tion of the country. Indeed, one of the strong arguments for assuming control 
of the railroads at this time is the financial argument. 

It is necessary that the values of railway securities should be justly and fairly 
protected, and that the large financial operations every year necessary in connec- 
tion with the maintenance, operation and development of the roads should, during 
the period of the war, be wisely related to the financial operations of the govern- 
ment. Our first duty is, of course, to conserve the common interest and the com- 
mon safety and to make certain that nothing stands in the way of the successful 
prosecution of the great war for liberty and justice, but it is an obligation of public 
conscience and of public honor that the private interests we disturb should be kept 
safe from unjust injury, and it is of the utmost consequence to the government 
itself that all great financial operations should be stabilized and coórdinated with 
the financial operations of the government. 

No borrowing should run athwart the borrowings of the federal treasury, 
and no fundamental industrial values should anywhere be unnecessarily impaired. 
In the hands of many thousands of small investors in the country, a8 well as in 
national banks, in insurance companies, in savings banks, in trust companies, in 
financial agencies of every kind, railway secyritjes, the sum tota] of which runs up 
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to some ten or eleven thousand millions, constitute a vital part of the structure 
of credit, and the unquestioned solidity of that structure must be maintamed. 

The Secretary of War and I easily agreed that, in view of the many complex 
interests which must be safeguarded and harmonized, as well as because of his ex- 
ceptional experience and ability in this new field of governmental action, the Hon. 
William G. McAdoo was the right man to assume direct administrative control 
of this new executive task. At our request, he consented to assume the authority 
and duties of organizer and director general of the new railway administration. 
He has assumed those duties and his work is in active progress. 

It is probably too much to expect that even under the unified railway admin- 
istration which will now be possible sufficient economies can be effected in the 
operation of the railways to make it possible to add to their equipment and extend 
their operative facilities as much as the present extraordinary demands upon their 
use will render desirable without resorting to the national treasury for the funds. 
If it is not possible, it will, of course, be necessary to resort to the Congress jor 
grants of money for that purpose. 

The Secretary of the Treasury will advise with your committees with regard 
to this very practical aspect of the matter. For the present, I suggest only the 
guarantees I have indicated and such appropriations as are necessary at the out- 
set of this task. J take the liberty of expressing the hope that the Congress may 
grant these promptly and ungrudgingly. Weare dealing with great matters and 
will, I am sure, deal with them greatly. 


IH 
OFFICIAL ORDERS OF DIRECTOR GENERAL MoADOO! 


OnpER No.1 


December 29, 1917. 


Pursuant to the order of the President of the United States, through the 
Secretary of War, the undersigned, as Director General of Railroads, has taken 
possession &nd assumed control of certain transportation gystems described in the 
Proclamation of the President, of which Proclamation and Order officers, agents 
and employes of said transportation systems are to take immediate and careful 
notice. In addition to the provisions therein contained, itis, ~~ 


Until Further Order, Directed That: 


1, All officers, agents and employes of such transportation systems may con- 
tinue in the performance of their present regular duties, reporting to the same 
officers as heretofore and on the same terms of employment. 

2. Any officer, agent or employe desiring to retire from his employment shall 
give the usual and seasonable notice to the proper officer to the end that there 
may be no interruption or impairment of the transportation service required for 
the successful conduct of the war and the needs of general commerce. 


! Official orders issued by the Director General of Railroads up to the time this volume went to 
press. 
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3. All transportation systems covered by said Proclamation and Order shall! 
be operated aa a national system of transportation, the common and national 
needs being in all instances held paramount to any actual or supposed corporate 
advantage. Al terminals, ports, locomotives, rolling stock and other transporta- 
tion facilities are to be fully utilised to carry out this purpose without regard to 
ownership. 

4. The designation of routes by shippers is to be disregarded when speed and 
efficiency of transportation service may thus be promoted. 

5. Traffic agreements between carriers must not be permitted to interfere 
with expeditious movements. 

6. Through routes which have not heretofore been established because of 
short hauling or other causes, are to be established and used whenever expedition 
and efficiency of traffic will thereby be promoted;' and if difficulty is experienced 
in such through routing, notice thereof shall by carriers or shippers or both be 
given at once to the Director by wire. 

7. Existing schedules of rates and outstanding orders of the Interstate Com- 
merce Commission are to be observed, but any such schedules of rates or orders as 


may hereafter be found to conflict with the purposes of said Proclamation or with ` 


this order shall be brought immediately by wire to the attention of the Director 


GENERAL ORDER No. 2 


To the Chief Executives of the Railroads: 


Pursuant to the authority vested in me by the President of tho United States 
in his proclamation of December 26, 1917, wherein it was stated that for purposes 


of accounting, possession and control of the railroads shall date from 12 o'clock . 


midnight on December 31, 1917, you are notified that, until otherwise directed, 
no ehanges in the present methods of accounting as prescribed by the Interstate 
Commerce Commission will be required. The accounts of your respective com- 
panies shall be closed as of December 31, 1917, and opened as of January 1, 1918, 
in the same manner as they have heretofore been handled at the close of one fiscal 
period and the beginning of another; and in the same manner that you should 
have handled your accounts had the government not taken possession and control 


Ornper No. 3 


All carriers by railroad, subject to the jurisdiction of the undersigned, are 
hereby ordered and directed forthwith to publish and file, and to continue in effect 
until further order, tariffs effective January 21, 1918, wherein demurrage rules, 
regulations and charges shall be changed so as to provide. 

A. (1) Forty-eight hours’ (two days) free time for loading or unloading on 

all commodities. 
(2) Twenty-four hours’ (one day) free time on cars held for any other 
purpose permitted by tariff. 

B. Demurrage charges per car per day or fraction of a day until car is re- 
leased, as follows: $3.00 for the first day, $4.00 for the second day, and for each 
succeeding additional day the charge to be increased $1.00 in excess of that for the 
preceding day until a maximum charge of $10.00 per car per day shall be reached 


A 
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on the eighth day of detention beyond free time, the charge thereafter to be $10.00 
per car per day or fraction thereof. These charges will supersede all those named 
in existing tariffs applicable to domestic freight, and specifically contemplate the 
cancellation of all average agreement provisions of existing tariffs. 

No change is authorized hereby to be made in demurrage rules, regulations 
and charges applying on foreign export freight awaiting ships at export points. 

Upon my request, the Interstate Commerce Commission has issued Fifteenth 
Section Order No. 225? authorising the filing of tariffs to accord with this order to 
become effective January 21, 1918, on one day’s notice. 

Carriers shall immediately file said tariffs with appropriate state commis- 
sions or other state authorities. 

Dated at Washington, this fifth day of January, 1918. 


* FIFTEENTH SECTION ORDER NO. 225 


At a Session of DrvisroN 2 of the Inrzrgrats Cosmacsnom CouxrastroN, held at ita office in Washing- 
ton, D. C., on the Sth day of January, A. D. 1918. © 


Epean E. CLARK, 
WiwrHgoP M. Dans, Commissioners. 
Roszur W. WOooLLET, 


Apphcation under Section 15 of the Act to Regulate Commerce, as amended Žoru 9, 1917, 

for approval for filing of an inceased rate, fare, charge, or classification. 
Demurrags Rules, Regulations and Charges 

The Director General of Railroads having requestéd the Commission's approval for filing tariffs 
contaming changes in demurrage rules, regulations and charges in compliance with his order No 3 
of January 5, 1918, effective January 21, 1918, so as to provide as follows: 

“A. (1) Forty-eight hours’ (two days) free time for loading or unloading on all commodities. 

(2) Twenty-four hours’ (one-day) free time on oars held for any other purpose per- 
mitted by tariff. 

B. Demurrage charges per car per day or fraction of a day until car is released, as follows: 
$3.00 for the first day, $4.00 for the second day, and for each succeeding additional day the 
charge to be inoreased $1.00 in excesa of that for the preceding day until a maximum charge of 
$10.00 per car per day shall be reached on the eighth day of detention beyond free tame, the 
charge thereafter to be $10 00 per car per day or fraction thereof. These charges will superaede 
all those named in existing tanfis apphoable to domestic freight, and specifically oontemplate 
the cancelistion of all average agreement provimons of existing tariffs. 

No change is authorised hereby to be made in demurrage rules, regulations and charges 
applying on foreign export freight awaiting ships at export points.” 

It is ordered, That the rulea, regulations and charges herein above set forth be, and they are 
' hereby, approved for filing, without formal hearing, which approval shall not affect any subsequent 
proceeding relative thereto; 

It £s further ordered, That said tariffs may be filed, effective January 21st, 1918, upon not lesa 
than one (1) day's notice to the Commission and to the general public in the manner prescribed in 
Section 6 of the Act to Regulate Commeres; 

And ii sa further ordered, That the tariffs fled under authority of this order shall bear on title 
pages thereof the following notation: 

Increased demurrage rules, regulations and charges in this tariff are filed on one day's 
notice under authority of the Interstate Commerce Comrmasion'g Fifteenth Section Order No. 
225 of January 5, 1918, without formal heanng, which approval shall not affect any subsequent- 
prooeeding relative thereto. 

By the Commisaion, Division 2: 
[sar] Gronan B. MoGurry, 
/ Secretary. 
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GENERAL OnRpER No. 4 


January 18, 1918. 


For purposes of operation the railroads of the United States will be classified : 
as Eastern Railroads, Southern Railroads and Western Railroads, defined as 
follows: 

Eastern Ratlroads—The railroads in that portion of the United States north 
of the Ohio and Potomac rivers and east of Lake Michigan and the Indiana-Illinois 
state lines; also those railroads in Illinois extending into that state from points 
east of the Indiana-Hlinois state line; also the Chesapeake & Ohio, the Norfolk & 
Western and the Virginian railways. 

Southern Ratlroads—All railroads in that portion of the United States south 
of the Ohio and Potomac rivers and east of the Mississippi River, except the 
Chesapeake & Ohio, Norfolk & Western and the Virginian railways; and also 
those railroads in Illinois and Indiana extending into those states from points 
south of the Ohio River. 

Western Ratlroads—All railroads not included in the above definitions and, 
broadly speaking, all railroads in the territory west of Lake Michigan and of the 
Indiana-lllinois state line to the Ohio River and west of the Mississippi River 
from the Ohio River to the Gulf of Mexico, excepting those railroads in Illinois 
included in Eastern Territory, and those railroads in Illinois and Indiana included 
in Southern Territory, as above stated. ; 

Mr. A. H. Smith, President of the New York Central, is appointed Regional 
Director, with office at New York, in charge of the operation of Eastern Railroads. 

Mr. C. H. Markham, President of the Illinois Central, is appointed Regional 
Director, with office at Atlanta, in charge of the operation of Southern Railroads. 

Mr. R. H. Aishton, President of the Chicago & North Western, is appointed 
Regional Director, with office at Chicago, in charge of the operation of Western 
Railroads. 

Orders issued by the gentlemen named in their capacity as Regional Direct- 
ors will be issued by authority of the Director General and will be respected 
accordingly. 

GmwmmAL Onvar No. 5 

Pursuant to the authority vested in me as Director General of Railroads by 
the President of the United States in his proclamation of December 26, 1917, I 
hereby create a Railroad Wage Commission and name as the members thereof, 
Franklin K. Lane, Secretary of the Interior; Charles C. McChord, member of the 
Interstate Commerce Commission; J. Harry Covington, Chief Justice of the 
Supreme Court of the District of Columbia and William R. Willcox of New York. 


It ts Ordered and Directed that: 


The Commission shall make a general investigation of.the compensation of 
persons in the railroad service, the relation of railroad wages to wages in other 
industries, the conditions respecting wages in different parts of the country, the 
special emergency respecting wages which exists at this time owing to war condi- 
tions and the high cost of living, as well as the relation between different classes of 
railroad labor. : 
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The Commission shall begin its labors at once, and make report to the Di- 
rector General, giving its recommendations in general terms as to changes in 
existing compensations that should be made. 

Officers, agenta and employes of the railroads are directed to furnish to the 
Railroad Wage Commission upon request all information if may require in the 
course of its investigations. 


GENERAL Orper No. 6* 


January 28, 1918. 
To Officers and Directors of Ratlroad Companies: 

During the period of possession, operation, and government control of rail- 
roads, it is necessary that officers, directors, and agents of railroad companies be 
very careful in the handling of moneys and in the dealing with transportation 
matters. Without attempting at this time to give general directions, there are a 
few matters involving the expenditure of moneys for purposes having no direct 
relation to transportation, which should receive immediate attention; as well as 
the issuance of free transportation. 

It is therefore ordered that the carriers’ operating revenues shall not be 
expended: 

1. For the payment of agente or other persons who are employed in any way 
to affect legislation. f 

2. For the employment of attorneys who are not actually engaged in the 
performance of necessary legal work for the company. . 

3. For the payment of the expenses of persons or agencies constituting asgo- 
ciations of carriers unless such association is approved in advance by the Director 
General. 

4, For any political purpose or to directly or indirectly influence the election 
of any person or an election affecting any public measure. 


Issuance of Free Passes 


No passes or free transportation shall be issued by any carrier under federal 
control or any official of such carrier unless the issuance of such free transporta- 
tion is expressly authorized by the Act of Congress entitled * Án Act to Regulate 
Commerce, Approved February 4, 1887, and Amendments thereto”; and any 
such passea or free transportation heretofore issued not in conformity with said 
act must be recalled. 

This order applies to all carriera under federal control, whether interstate or 
intrastate. 


*"Norg—Sinee this volume went to press, Order No. 7 and Fifteenth Section 
Order No. 300, in re National and Car Demurrage Rules, Regulations and 
Charges have been issued. Copies of these ordera may be secured from the 
offica of the Director General of Railroads, Washington, D. C., i appli- 
cation. 
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IV 
RAILROAD STATISTICS 


These statistics, not generally accessible, are offered for two purposes: 

(1) To afford a basis for an understanding of the task confronting the Director 
General. 

(2) To enable the reader to picture for himself something of the change in the 
railroad situation which has taken place during the war period. (Wherever pos- 
sible official figures are given for the fiscal years 1914-15-16; analysis of operating 
income covers the period 1891-1917 inclusive.) 

For a clear understanding of the tables, terms frequently appearing should 
be defined. As designated by the Interstate Commerce Commission, Class I 
roads are those having annual operating revenues above $1,000,000; Class IT roads 
are those having annual operating revenues from $100,000 to $1,000,000; and 
Class [iI roads are those having annual operating revenues below $100,000. Each 
reporting carrier is assigned to that district in which the major part of ita opera- . 
tions lies or with which it seems most closely allied in character, and no arbitrary 
subdivisions or apportionments are made of the returns of any carrier. The three 
districts may be defined substantially as follows: The Eastern District comprises 
that portion of the United States bounded on the west by the northern and west- 
ern shore of Lake Michigan to Chicago, thence by a line to Peoria, thence to East 
St. Louis, thence down the Mississippi River to the mouth of the Ohio River, and 
on the south by-the Ohio River from its mouth to Parkersburg, W. Va.; thence 
by a line to the southwestern corner of Maryland; thence by the Potomac River 
toits mouth. The Southern District comprises that portion of the United States 
bounded on the north by the Eastern District and on the west by the Mississippi 
River. The remainder of the United States, exclusive of Alaska and of island 
possessions, is included in the Western District.t 

The statistical bibliography appended will make available further sources of 
information necessary for a complete picture of the railroads of the United States. 


1 Statistics of Railways in the United States 1914, Interstate Commerce Commission, p. 10. 
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Taste 1. NuwsER or Ramroaps IN ran Untrep Srares i 1914 Crassorep 
AOCORDING TO ORGANIZATION FOR OPERATION" 


Clasa Number 
Operating roads: ) ^ 

Independent sane waneeen €945»*22e060(4€0*4982506699»9À920925 818 

Subsidiary 
Fired ront * 8995 b * 98299599?» »4a^*9 599 98V *9*9*5^»"5»59* *»5»5»2-0»2» 6 
Contingent rent ............. RR 1 
Other relation, . ......... LL. dieu ta —€—— 287 
No information. .........- eere — m 

PEIVADS. Shs patel cae OE CEA DR TRIER EEG RARO ERE j 185 

Total operating roads Vos Dec ae usd DLE 1,207 
1 em 
Non-operating roads: 

Subsidiary q 
Mixed rent. il sos or EXER “elas e ee E 323 
Contingent rent........... Ss NE paga a aa 107 
Other relation. .......... ellus es sedesque 278 
No Information: 462. d eee ha yu Ree sa FEE S 
Private oes ep eneea | ^95» — 9 9? T * 9 ^ 9? 2» 9» » 9 « *9?*9»25»929»9*9?»*9»295 21 

"Line owned” not in operation ` 
Independent. ..sessressanpesesvsevesoesrsssere 64 
Subsidiary..... * b zs *o€* Po * & ^ 9 9 ko oW o «4 ^) ow * * * *? 9? 9 ^» " 8? ee Å ; 
Private.,. * 9 €? ! o P P S P à DB 9$ ^ 9 a 9 9 a e? *" 9" * 9^ " $ 9» 5 g ae ees pe 16 

Total non-operating roads. ............ s 808 
Total number of ronda. ....... e€»^»229999*"29925 T 2,105 





* Latest official available. Statistics of Railways in the U. 8. 1914, I. C. .15. Does 
not include pie iuar aa switching and emia T Op 


284 Tue ANNALS OF THE ÁMERICAN ACADEMY 


TasnE 2. Muns of RarLwAYx TRACES on Juns 30, 1914, Covmgzp 
BY Reports or OPERATIONS" ` 























Clem I roadg: _ Mules Miles Milea Miles 
Eastern Distriot........ 158,680.04 | 216,161.10 3 88,401.87 | ¢117,473.97 
Bouthern Distriet...... 42,055.36 3,142.99 14,840.61 60,245 74 
Western District....... E 128,277.20 | * 8,074.95 ? 40,086.19 | 9 174,818 99 

Total...... sesvsceese] © 526,000.20 | 19 27,270.04 3 93,204.17 | 13532,5933 70 

Clans IT roads: 

Eastern Dieiriet. ...... 4,421.58 203.19 5 87 à 1,838.41 5,063,837 
Southern Distriet. ...... 4,711.12 E08 E | ecd cens 048.10 5,982.24 
Western Distriet........ 11,265 69 19.87 1,057.58 13,243.14 

Talot needki 20,398 39 225 08 8,959 09 24,568.75 

Clams ITT roads: 

Fasten Distriot........ 1,852.81 264.58 2,117.85 
Southern Distriet....... 2,008.01 234.81 8,141.63 
Western Distrist..... 4,293.70 452.04 4,846 .30 

Total. cioe doin 9,149.51 951.81 10,105.80 

All operating roads: 

Eastern District ........ 164941 08 | 26,868.77 | 2,420.89 | 1,770 68 | 540,050 84 | «125,585 19 
Southern District ...... 49,870.80 8,149 41 43 70| 15708! 15,720 02| 68,749.60 
Western Distrist.... ... 3 141,835.68 | #8005 48] 281941 148 71 | 742,498.71 | * 152,908 53 


United States, 1914...) * 256,547.10 PR 2,096 05 | 2,071.45 | 1 98,285 07 | 11 887,208.31 


7 * Does not include mileage of switohing and 
1 Inel ludes ea 1 in Canada. 
:Indudes 130820 miles fring fn Oanada. 


Inches 408.46 ie 
~ 5 Includes 2,184.79 miles is Ce edu: 
t Includes 731.58 miles PE in Canada 
and 51.07 miles 


Includes 845.54 aie dying in Canada 
and 02.80 miles | in M 


9 1,940. tolles vds mi Candi, 
and 51.67 miles lying in Mexico. 
m «s 487 36 


z ilo bang in Mezi zen lying in Canada 
miles Mexico. 


of Railways in the 
for ho year ended June 30, 1914, p. 13. 


$ 





TABLE 2, (continued) 







Umted States, 1015 
United Bistes, 1914 .. 
.Umted States, 1913 .. 
United States, 1912 
United States, 1911 . 
United States, 1010 ,, 
United States, 1909 . 
United States, 1908 
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Mies or RAILWAY TRACKS ON June 30, 1915, CovugED 
BY Reports or ÛPERATIONS* 


1 58,911 63 
42,186.41 
1 127,800 99 


3 228,089 08 


14,420 01 
4,843 59 
10,901 83 


t 19,625 53 


¢ 257,569 33 
1 256,547 10 
1 258,470 30 
15 249,852 08 
4 248,238 02 


i17 210,830 76 


18 235,402 09 
19 230,404 02 









Miles Miles 
16,442 92 | 2,405 17 
3,446.88 42.76 
8,554 68 201 42 








28,444 28 


17072 | "495 
484 |... . 
30 84 |... 

4 05 





16,014 37 | 2,410 13 
8,454. 42 42 78 
8,575 88 201 42 


28,044 07 | 2,714.30 
* 27,508 66 | 2,696 03 
M 30,278 79 | 2,588 08 
24,951 65 | 2,511 76 
23,451 20 | 2,414 18 
21,058.74 | 2,200.39 
' 20,949 41 | 2,160 55 
20,209 05 | 2,081 16 











1,769 55 
244 81 
288 70 


2,803 08 
2,071 45 
1,864 06 
1,003 82 
1,747.10 
1,488.78 
1453 56 
1,408 99 


88,066 .54 
15,108 58 
41,024 66 


95,094 78 


1 
1,206 24 
714 63 
1,890 87 


274 27 
208.54 
431 38 


914 14 


40,587 05 
16,026 75 
48,3460 36 


99,910 16 
* 08,285 07 
13 95,211 41 
92,019 13 
88,873 95 
85,581.93 
82,876 63 
79,452 64 












1 118,495.81, 
61,024 24 
? 177,098 61 


1 257,519 66 


4 5,801.92 
5,5802 56 
12,293.68 


4 22,748 16 


2,053 06 
3,076 27 
4,744 36 


9,873 89 


5 128,440.79 
69,603 .07 
2 195,037 35 


#301,141 51 
10 387,208 31 
4 879,508 <4 
371,237.02 
302,824 <9 
851,768 59 
$42,351 24 
883,045 56 





* Does not include mileage of switching and 
terminal companies (1,937.49 miles, main track, 


and 3,415.61 miles, yard traok and sidin 
1 Includes l, 155.44 miles in Cana 


2 Includes 766 89 miles in Canada and 51.67 


miles in Mexico 


4 Includes 1,912.83 miles in Canada, and 


51.87 miles in Mexico. 


4 Includes 54.02 miles ın Canada. 


$ Includes 1,210 36 miles in Canada. 
* Includes 1, de 25 miles in Canada, and 


51.67 miles in Mex 


7 Includes 1, MIO 0.63 miles in Canada, and 


51.07 miles in Memoo. 


" 


t Includes 487.38 miles in Canada. 
? [neludes 602 34 miles in Canada, and 
eto.) 11.22 miles in Menco. 


18 Includes 3,030.33 miles in Canada, and 


62 89 miles in Mexico. 


u Ineludes 1,046 04 miles In cee: 


n Includes 470 74 miles in Canada 


1? Includes 1.384. 36 miles in Canada. 


m Includes 1,843.45 miles in Canada. 


1 Includes 1,290.68 miles in Canada. 
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TABLE 2, (continued) Mrmaag, 19164 ` 
On June 30, 1916, the roads covered by this abstract represented 259,210.86 
miles of line operated, including 11,856.42 miles used under trackage rights. The 
aggregate mileage of railway tracks of all kinds covered by operating returns for 
these roads was 394,944.26 miles, classified as follows: 


Item 





eee o 4 ov ow os o 


8,710.75 






22,831.81 






report 
á 


annual 
tes for year ended June 30 doi , Btatement No. 
age 13; for 1918, Abstract of Btatistios of Steam Railways in the United States for the year ended 
Une 3 p. v 


The figures above given for total mileage (all tracks), as compared with the 
corresponding statement for the preceding year, show an increase of 3,802.75 
roiles. Of this increase 1,641.54 miles were in single or first track, and 1,959.07 
miles in yard track and sidings. 
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TABLE 3, RAILROAD GROUPS AND SYSTEMS 


I VaNDERBILT INTERESTS 





Mileage 
Boston & ÀÁlbany..........ee eee 804 
New York Central........... s. l 5.208 
Lake Shore & Michigan Southern. ' 
Michigan Central ........ sese .. 1,800 
New York, Chicago & St Louis, 587 
Lake Ere & Western... . .. ..... 908 
Big Four Jl. aser seo 2,381 
Pitteburgh & Lake Erie,..... ..... 224 
Chicago, Indiana & Southern . ... 350 
Toledo & Ohio, Central ..  ....... 446 
Other affihated eastern hnes " 677 
Western Maryland..... .......... 661 
Chicago & Northwestern! 10,162 
TOUS ay cobeirak-.e dex ERES 23,675 








IL. PENNSYLVANIA RAILROAD INTERESTS 





























Pennsylvania System ... ......... 11,821 
Norfolk & Weatern........ .. . 2,013 
Total... ss 18,834 
IIL Morasn IwrERESTS 
Erle Raiload...... . ....... ees 2,648 
Pere Marquettet.. ..... 2c eee ees 2,321- 
Southern Railway System...... 8,648 
Cincinnati, New Orleans & Texas 
Paulissa a alin. ERROR EUER 337 
Mobile & Ohio .... : 1,122 
Atlantic Coast Line Gystem Sg. ae 6,080 
Lousville & Nashville... ........... 6,880 
Chicago Great Western ...... ... 1,496 
Total . . 29,407 
IV. FogxERLY CONTROLLED By GOULD 
INTERESTS 
Wabash Systemi... 0 ow eee eee 2,515 
Wheeling & Lake Emet ,. ........ 512 
Mimoun Pacific .. ............ 7.204 
St. Lous Iron Mountain & Southern : 
Bt. Louis Southwestern... ..... .. 1,818 
Texas & Pacifio.............. , 1,901 
International & Great Northern’, .. 1,160 
Denver & Rio Grande  ....... 4071 
Western Pacific. ..... cee eee ^ 
TOGA kp ci tea RO ere s..... 19,961 
V. FORMERLY CONTROLLED HY Moons 
INTERESTS 
Rock Island Systemt............ .. 8,830 
Delaware, Lackawanna & Western? 1,000 
Lehigh Valley? ..... Mac MR Qe 1444 
Total ure ced deo oe «ee 10,774 





1 Bold to independent syndicate in 1010. 
! Jointly with other inter 


teresta. 
*Receivershi iP» Deo 26, 1911, sold July 21, 1915. 


4 In hands of receiver, 


VL HARREMAN INTERMITO 











Mileage 

Oregon Short Line. .......-. eee ees 2,120 
Oregon-Washington R. R. & Nav. Co. 2,067 
Union Pacific System (remainder)... 3,615 
Southern Pacifico System... ......... 10,397 
Ilinois Central System........... . 8,423 
Central of Georgia.. cepa 1,924 
Baltimore & Ohio System?. €—— a 4,600 
Delaware & Hudson Syatema’.... 930 
San Pedro, Los Angeles & Salt Lake! 1,415 
Cincinnati, Hamilton: & Dayton... 1015 
Chicago & Álton*....... cerere : 1,050 
don |. ievxws enn 35,558 

VII. Hinr Interests 

Northern Pacifio.... 7,749 
Great Northern....... a .. ... 7,870 


tem 
Colorade & Southern. 


4 4 Wo9" o» 9 9 € «€ 5» $ ^ & € * 9 v * d 


Chicago, Burlington & Quincy Sys- 
12,434 











VIII. FORMERLY CowNTROLLED nv Ens-Yoa- 
Kum INTERESTS 




















Minneapolis & St. Louis..... ...... 1,646 
Toledo, St. Louis & Western! ..... 451 
Frisco System .......... . ... 6,391 
Chesapeake & Ohio ... . .. 2,545 
Missouri, Kansas & Texas Syste 3,536 
Hooking Valey.... .............. 362 
New Orleans, Mobile & Chicago! 403 
Total oicc. aonane sates 15,324 
IX. New HAVEN INTERESTS 
New York, New Haven & Hartford.. 2,046 
Boston & Maine ...  ...... .... 2,302 
New York, Ontario & Western...... 508: 
Maine Central...... ONLUS PENAT 1,209 
Central New England.... . ....... 304 
Rutland., esasenes sasse EPR- 468 
Other lines... 049» do veews <> 208 
Quoc ERU 7,105 
X. Aronson, ToPEXA & Ranta Fr 
BYBINM. 4er e Ea GR s eens EVE HE 11,545. 
XI. Cmicaago, MirwaAuxEeR & Nr 
PAUL DYaTWAL. A Sue REX eek 10,443 


XII. SmeABoARD Am Lrwm SxsrmM.. 3,262 
XIII. PHrtj,ApEzLPHIA & Ravina 





SYBTEM.......... rac 2,427 
Grand total of MM groups &nd 
aystemB...... eee ees. 210,708 





s Stock held by federal trustees pending reorganization. 
Of the 253,788.64 miles of road in the United States in 1915, 210,766 mules 


were classified into 13 groups according to ownership. 


In some of the systems 


tabulated, financial control is not unified, the affiliation amounting to little more 
than the existence of harmonious mutual relations. (Table compiled by Dr. 
G. G. Huebner, Asst. Professor of Transportation and Commerce, Univ. of Penn- 
sylvania; American Year Book 1916, page 641.) 
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Tapis 5, (continued) EquirewENT, 1010! 


It appears from the annual reporte submitted to the Commission by the 
roads covered by this abstract that there were 63,862 locomotives in their service 


on June 30, 1916, as shown by the following statement: 


Kind of locomotrve 


The total number of cars of all classes in service was 2,478,159, assigned as 
follows: Passenger service, 54,664; freight service, 2,326,987; company service, 
96,508. These figures do not include so-called private cars of commensal firms 
or corporations. 

Of the cars in freight service, exclusive of caboose cars, ce were classi- 
fied as follows: 








Clasa I roads Class II roads 
Item ; 
Number Aggregate Number Aggregate 
capacity capacity 
Tons Tons 
Box CAarB... senaren sorres 1,014,219 36,582,648 9,015 276,252 
FlatcarB........ ce eee ee 4,505,486 12,788 $86,386 
Stock cars 2,052,014 1,204 86,762 
CoalcarB.......... cece eee 41,244,672 22,904 098,658 
Tank oars, e o zh e X3 ER 880,092 249 7,138 
Refrigerator cars 1,009,462 180 3,355 
Other freight-traln cars.. .... 3,731,160 6,826 232,708 
"Dota: 4249 os on aur aoa 00,766,004 58,201 1,041,172 


wine of Statistics of Steam Railways in the United States for the year ended June 30, 
P 
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Taste 6. Punnic Smrvice or RamRoaps* 





Year ended June 30 


Item 
19015: 19181 


19141 








Number of passengers carried... ..... 1,053,138,718 976,303,602 1,005,683,174 
Number of passengers carried 1 mile . .| 35,258,497,500 82,384,247,563 34,213,590,127 
Number of passenger uid E aU 

mile of road.. .. 144,278 131,185 137,818 


Number of toni of “freight carried. in- 
eluding sia received from connec- 


` tions ; 1,976,198,155 1,802,018,177 2,225,943,388 
Ton mileage or E of foni ained 1 

mile, 7 oL. gs wg AN aes 288,219,880,210 | 276,830,802,7238 843,009,037,805 
Freight dinis or user of tona car- 

ried 1 mile per mile of road... ...... 1,176,923 1,121,059 1,880,249 
Average receipts per passenger per mule, 

CON se ed sa teda. ac ES re 1.982 1.085 2.006 
Average receipts per ton per mile, ponti. 0.733 0.732 0,716 

* These er returns for class I and IT roads. 


1 Figures for 1014-15 from ar tela of Statistios of Steam Railways in the United States for 
the year ended June 30, 1915 BS 
i. erent of Statistios of Steam Railways in the United States for the year ended Juna 30, 
4p. 
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TABLE 9. Summary or tan Worwup’s RaruwAYB AND Ratio OF MILEAGE TO 
AREA AND POPULATION IN EAcH COUNTRY, TOGETHER WITH STATE-OWNED 
MinzaGm IN 1913* 
















Mileage in 1018 i 
2) Inhabitants 
Countries per mile 
of lins 
I. Eunorz 

Germany > Sa kee Ssces na Yos 
Austra Munpary Gnoluding Bosnia: and 

Herzegovina)... ..... : 10.9 
, Great Britain and Ireland EIC ; 19.3 
oret NETT 15.3 
Rumia du Europe (nluding Finland 

2,8298 miles)... ....... Sateen "acp 1.9. 
Haly. eseXx €x o Ihres vs 0.8 
Belgium. s.s... so 49 wes 48.1 
Luxemburg......... . «e 82 6 
Netherlands.... ........... 15 8 
Bwitserland........... od 18 8 
Susan... uo mos x, Oo aus 5.0 
Portugal... 9X Ss BK Sees 5.2 
Denmark.......... pte 15 8 
NOPWSY..c oe eee duce d des 18 
Bweden............ > See Geese Decr 5.2 
Bervi&..... PERSE OE CREE. ond RR. 8.4 
BHoumanlá. 4223 4 — 3x Xueerere wee 4.7 
OrooO0B...zu e 3wRRD esas 4.0 
Bulla... ^w 0 dk o3 srce 8.2 
duas in arcs. 2x 1.8 
Malta, Jersey, Isle of Man. idea 18 1 








e 
a 









Total for Europe, 1913 ... 116,181 









Total for Europe, LOD iesu Geass 111,746 5.6 
Es FOL Litas x4 axe 108,710 5.6 

"m. o t 1010... E os 107,727 5.5 
"m. Me a 30D. uude on. BO) ees E. 2 5.5 
Ww. c si 1008.: i.a "Nr rm 58 
woe = IBUT- oeol eesnan Re ected s. ceo 6.3 
ee UM S 100G Horses — hir bx a 5.2 
e o - IBOB. oobis ee 5.1 
e " TOO S Low duce Cite Dado aw x ws 50 
Hr. ui ". 108....... . Sl onn n 50 
m x te TOU 6. sua E ce exa 49 
a Me di 1801. v x eae ewe aaa 4.8 
aE si IO00 uiu cice Einem cm cs see 4.7 
(e. n " IBDU loe scrobe ongea 4.6 
= = a IRSE. 200 oo ave a eee a Powe 4.4 
M. s 5 ISOT o cece Eee ba Tee wer Geers 4.3 
rr :21 14 1806 å a 


Inerease in 18 years ... 


* This table is taken from Railway Statisti-s of the Umted States of Ameri 
ending June 30, 1916, by the Burea of Rall News and Statistios, pp. 84, 
original source of these figures is the Archiv far wesen, une, 191 
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TABLE 9, (continued). WonLp's RarvwavB AND Ratio or Mirmaam TO 








POPULATION 
Mileage in 1913 
Miles of | Tuhatntants 
Countries p per mile 
State Total 100 sq. of line 
railways railways miles 
II. AMERICA 
Canadas. .......... 0.8 285 
United Btates of America Gadana of 
Alaska 658 miles).. 7.1 881 
Newfoundland......... .. 1.8 309 
MexléD ... - 2... (a. RO Wh ais 2.1 922 
Central Amerion ..... .. ...... oof) . 3858 | | Á 2001 j.... asnaf . .......-. 
: Greater Antilles . . ... . . | ..j M | 3,339388 ]|..  ......]  .... .... 
Lessor Antiles Lux Lake] «it Gace d. .:89b qo qoae Ses 
Colombia 13 7,331 
Venezuela 0 16 3,840 
British Guiana . .. ...... 0 11 2,829 
Duteh Guina..... le “© spors ee j 
Ecuador 0 64 2,150 
Peru ... 0 32 2,781 
Bolivia . 0 32 1,507 
Brazil |o CC .àx$4*9943 0 48 1,013 
Paraguay 0.18 2,734 
UTUKUAV 25-1234) es Sewanee, cC Dac: v areas 2.4 037 
CHIE- S cas. seh (a> dee dS as ^18 840 
Argentine Republio . .. ... sase 1.9 238 
Total for American. . .. ....]| 327,998 |  Á 3853488 | .. ......]| ........ 
III Asta 
Central Russia in Asia, including Siberia 
and Manchuna...... ... .... ...] 6788 | | 89,804 |.......... . NOE 
China... rere \ 0 14 53,760 
Japan (including Corea) , 2.7 9,487 
British India ..... .... 1.8 8,060 
Ceylon, cues doe xv 2.4 0,720 
Persia ...... 0 005 288,800 
Asia Minor, Syria, APER: eluding 
Cyprus.... osse. 0 48 5,760 
Portuguese Indies.. 35 11,420 
Malay Arohupelago 26 840 
Dutch Indies 08 16,128 
BIRD. yd ARS 0 32 13,440 
Cochin China T T k 
Total for Asia  ...... Mere 
Ss 
IV. ÀFRICA 
Egypt .. 1.0 8,043 
Algiers and Tums . .. ......... .. 11 1,698 
Belgian Congo. ...s sse » wokwES | sersa a-o BBR | uwukbova eR A RR ones 


South African Union, including Cape 
Colony, Natal, Central South Africa 
and Rhodeman Railways.. ... ... 10:020. Sessa Ee AY YY as 
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TABLE 9, (continued). Worup’s RAILWAYS AND Ratio or MILEAGE TO 
POPULATION 






New Zealand 27 
Victoria... 4.2 
New South 1.8 
South Australa 0.16 
Queensland. 0 64 
Tasmania, 2.7 
West Australia 0.82 
1.3 


"»S«cas5"€&€*9»n—824a j*9*99809* t^"? 


**25a495)59 f8eOeoetaonnaneenkeannase 
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V 
STATISTICAL BIBLIOGRAPHY 


P ) . 
For a complete detailed study of the railroads of the United States the follow- 
ing list of statistical sources will be found valuable. This list includes only the 
more important sOUrES, 


I. INTERSTATE Commence Commission PUBLICATIONS 

A. Statistical of Railways in the United States. Published annually. This is 
the most comprehensive and detailed work available, presenting operating and 
financial statistics of railroads in this country. It is compiled from the annual 
reports of each road to the Commission and contains the following tables: (1) 
general balance sheet, income statement, profit and loss statement, operating 
revenues and expenses in detail, operating statistics, and an itemized statement 
of capital and investment other than road and equipment. These tables are 
given for each railroad. The roads are divided according to the classification 
adopted by the Commission defined (p. 000) in this volume and tables arranged 
accordingly. (2) Preceding these tables is an analytical report by the Commis- 
sion’s statistician together with condensed tabulations summarizing the large 
tables. 

This report is usually two years late in being published, but this disadvantage 
is partially offset by preliminary reports made as follows: 

1. Abstract of Statistics of Steam Railways in the United States. A brief tabu- 
lar summary of the statistics of the more important groups of railroads. 

2. Preliminary Abstract of Statistics of Common Carriers containing an ab- 
stract of the individual reports of railroads to the Commission. 

8. Text of the Annual Report on the Statistics of Railways, containing most of 
‘the tables, and summaries as well as the statistician’s analyses which will appear 
in the final volume. This is not complete. 

‘These statements appear in the above order anywhere from one to two years 
following the close of the fiscal year. 

In addition, the Commission publishes as soon as possible after the close of 
each month a statement of the total monthly earnings and expenses of railroads, 


II. Starz REPORTS 


Most of the states having utilities or railroad commissions publish statistics 
covering the roads within their borders. Some of these, of which New York is 
typical, contain as complete and accurate information as to intrastate railroads 
as the Interstate Commerce Commission reports for interstate railroads. These 
can be obtained from the various state authorities. 


III. RAILROAD STATISTICAL BUREAUS 


Two bureaus maintained by the railroads publish at regular intervals 
statistics and other information concerning railroads. 
1. The Bureau of Railway Economics, Washington, D. C., publishes a 
monthly statement of revenues and expenses of steam roads of Class I. In ad- 
dition they publish other bulletins at intervals. Among the recent ones are the 


x 
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following: (a) Summary of Railway Returns for the fiscal year ending June 80, 
1916 (similar report for 1915); (b) Comparative Railway Statistics, United States 
and Foreign Countries 1919, and 1913; (c) Statistics of Railways 1904-1914. 
United States. This bureau compiles its statistics from the annual reports of the 
railroads to the Interstate Commerce Commission and endeavors to publish them 
ag scon as possible after the close of each stated period. 

2. The Bureau of Railway News and Statistics of Chicago publishes annually 
a pamphlet containing statistical tables covering American and foreign railways, 
and also a number of Ths Railway Inbrary which contains selections written by 
leading authorities in the field of transportation as well as statistical compilations. 

The publications of these two bureaus can be obtained upon request. 


IV. RaxLWax ANNUAL REPORTS to SrockHOLDHES 

These are prepared according to forms prescribed by the Interstate Com- 
meres Commission. They contain the most detailed statistical analysis of the 
individual roads obtainable. 
V. Poor’s MANUAL or RartgoADS AND Moopy’s MANUAL OF RAILROADS 
each of which contains an analytical summary of statistics for each road in the 
United States with comparisons with previous years. The statistics are taken 
from the railroad’s annual reports. 


VI. Various Bnoxznaaz Houses 
also compile and publish statistical reporis dealing particularly with the financial 
aspects of the railroads. 


BOOK DEPARTMENT 


THE BUSINESS MAN’S LIBRARY 


™~ 


BANKING INVESTMENTS AND FINANCE 


Dunpak, CHARLES E. The Theory and History of Banking (8rd ed., rev. and en- 
larged by Oliver M. W. Sprague). Pp. viii, 297. Price, $1.50. New York: 

G. P. Putnam’s Sons, 1917. 

To this edition of Dunbar’s work Professor Sprague has contributed three 
new chapters on Foreign Exchange, Central Banks and the Federal Reserve Bank- 
ing System. As the chapters on Combined Reserves and the Bank of Amsterdam 
have been omitted, over one-third of the volume is now the work of Professor 


Sprague. x 
i E. M. P. 


Louag, Wrurtam H. Business Finance. Pp. xiv, 631. Price, $3.00. New 

York: The Ronald Press Company, 1917. 

The author states his purpose in the preface: to write a book useful to organ- 
izers, directors, executive officers, bankers, bond dealers, financial men, engineers, 
lawyers, accountants and other professional men. The book deals primarily with 
business conditions and financial practice in the United States and includes many 
references also to the experience and practice of other countries. The numerous 
concrete cases of financial operations are extremely valuable and much space is 
given to their exposition, but some of them seem to be superfluous. The impres- 
sion given is that the book has been written largely from data at hand used some- 
what diffusely without any special effort having been made to cover some of the 
subjects in their entirety. For example, his treatment of Subscription Privileges 
or “Rights” is in some respects inadequate. 

The book is on the whole a valuable and practical contribution to the subject, 
on which little has been written. The various topics are carefully arranged and 
the exposition has been made exceptionally clear and sufficiently elementary for 


those who are unfamiliar with the subject of business finance in any of its aspects. 
dO B. ^ 


Topp, Joun A. The Mechanism of Exchange. Pp. xiv, 255. Price, $2.26. 

New York: Oxford University Press, 1917. 

Às à convenient and well-arranged treatise on money and banking, Professor 
Todd’s volume is to be commended. Within a comparatively brief space he has 
presented a very excellent description of the most important facts and theories 
in the field, all-of them studied, of course, from the English viewpoint. Refer- 
ences to other systems than the English are few and merely incidental to the main 
account. The historical and theoretical aspects of the question are well covered, 
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some of the more important chapters bairg those on the quantity theory of money, 
bimetalliam, the English banking system and the theory of international trade. 
A statistical appendix furnishes some valuable data for reference purposes and 
several diagrams on prices and trade returns are also included. 
The author makes no contribution cf importance to the theory of his subject. 
His defense of an ideal paper money witaout & metallic reserve is not convincing. 
His confidence that “the war has taught the governments of Europe what was 
well enough known as a matter of theorr before, that the evils of paper money lie 
entirely in its abuse” (p. 85) suggests an optimism regarding war finance that 
others may not share. Even his belief m “the much higher standard of national 
honour and financial efficiency and rectitude which has been displayed by the 
governments of the belligerente" (p. 1C£) does not quite satisfy those who may 
believe that even high-minded officials often are unable to control such pressing 
_fiseal problems as those of the present. Chapter XII, in which he tests the 
quantity theory and finds it wanting, is weakened by an inconsistenoy in the use 
of the word “money” which leads to an unfair criticism of the theory he is attack- 
ing and entirely invalidates his argument. 
E, M. PaTTEBSON. 
University of Pennsylvania, ` 


Forman TRADE AND '2OMMEROIAL (GEOGRAPHY 


BamrHÓLOMEW, J. G. The Advanced Atlas of Physical and Political Geography. 

Pp. 107. Price, $8.75. New York: Oxford University Press, 1917. 

The name Bartholomew attached to any cartographic production is sufficient 
to insure exactness of detail and excelleace of workmanship. It is to be expected, 
therefore, that this new atlas must te heartily commended to all students of 
geography, but it needs to be inspected in order to get an adequate appreciation of 
some of the physical maps. | 

As is customarily the case in preparing atlases for European use primarily, 
there are proportionately many more maps of the old world than of the new, thus 
six pages are given to Australia and only four to South America. A number of 
useful, new maps, not found in earlier atlases, have been included, increasing 
materially the general value of the bock. 

W. 8. T. 


Haummn, Henr Germany's Commer-ial Grip on the World (trans. by Manfred 
' Emanuel) Pp. xv, 259. Price, $1.65. New York: Charles Scribner’s Sons, 

1917, " 

This book is an explanation of Germany's business methods which, according 
to the author, resulted in the world war. Her rapid industrial rise, which is 
briefly sketched, created the necessity for expansion in which the principal factors 
were the banks and. credit, cartels and dumping, means of transport and the aid 
of the state. By these agencies and a zystematic study of the markets she brought 
about the economie penetration of fhe world. But success was by no means 
entirely due to a highly-organized, well-direoted, subsidised industrial and com- 
mercial system. Germany's work-energy and extreme productivity, her spirit 
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of association, her imperial union of masters and men, of science and industry, 
combined with & process of standardization, resulted in an overproduction and 
laid the foundation for a complete economic conquest of the world. France and 
the allies are warned of the dangers confronting them economically at the return 
of peace unless some of the methods of the enemy be employed and some of the 
dangers of those methods be avoided. One criticism, of logic rather than content, 
might be raised, namely, whether the assertion that Germany might by peaceful 
methods have subdued the world economically in the next twenty years, can 5e 
reconciled with the conclusion of her entire responsibility for the war, though an 
explanation is offered. It is, however, an instructive work, loaded with telling 
facts. 
K. F. G. 


INDUSTRIAL MANAGEMENT 


Suzmeanp, Gzronam H. The Application of Efficiency Principles. Pp. x, 368 
Price, $3.00. New York: Engineering Magazine Company, 1917. 

Fickpr, NircHOLAS T. Shop Expense Analysis and Control. Pp. ix, 230. Price, 
$3.00. New York: Engineering Magazine Company, 1917. 


Mr. Shepard's book fills the gap between Taylors Shop Management, Emer- 
son’s Efficiency and The Twelve Principles of Efficiency, on the one hand; and Park- 
hurst's Applied Methods of Scientific Management and Knoeppel’s Installing Ej- 
ficiency Methods, on the other hand, While Taylor’s and Emerson’s works outline 
philosophies and principles, Knoeppel’s and Parkhurst’s books present discussions 
of specific instances. Mr. Shepard presents practical methods of applying ths 
philosophies and principles to any given case. He regroups Emerson’s twelvs 
principles as follows: (e) all inclusive: higher common sense; (b) primary: ideals, 
personnel, organization; (c) secondary: adaptation of condition and work to each 
other, correct methods, instruction, fair deal, discipline, planning and despatching, 
records, standards, efficiency reward. 

The examples given to illustrate the adaptation of principles to conditions 
are drawn from a wide variety of industries. Mr. Shepard’s book will prove & 
valuable aid to industrial managers in answering the question: “How can I apply 
efficiency principles to my business?” 

Mr. Fieker'a work on shop expense is a far more comprehensive work in this 
field than has as yet been published. ‘The fact that manufacturing expense is, in 
almost all industries, greater than the total direct labor should amply justify 
manufacturers in itemizing and allotting shop expense just as thoroughly as they 
analyze direct labor. Economies in shop expense are not more difficult, but 
frequently easier to bring about, after analysis, than economies in direct labor. 
The suthor presents a thorough discussion of the subject of classification and 
interpretation of general ledger accounts pertaining to production; also such 
matters of administration as rent and current variation ratios for adjusting current 
costs. Numerous examples are given of graphical cost statistics and reports. Mr. 
Ficker's book will be a valuable addition to every cost accountant’s library. 

Hueco Drawn, 
Ordnance Dept., U. S, Ra 
Lowell, Mass. 
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TRANBPCRTATION 


Braxa, Henry W. and Jackson, Waurer, Electric Railway Transportation. 
Pp. vii, 487. Price, $5.00. New York: McGraw-Hill Book Company, 1917. 
The authors of this volume have fcr yeara been closely associated with the 

electric railway industry. Mr. Blake is editor of the Electric Railway Journal, 

and has served as a member of many important committees of the American 

Electric Railway Association. Mr. Jackson is a former asociate editor T ihe 

Journal and its present business manager. 

No claim is made that the volume brings to light a T amount of hitherto 
unpublished material. Most of the data contained in the book has appeared in 
transactions of various electric railway organizations. It is, however, the first 
attempt which hes been made to bring within one cover a connected account of 
the electric railway industry. In gensral, the volume deals with three main 

problems: traffic, fares, and the handling of employes. It is copiously illustrated 
with diagrams and charts, bringing out the various matters discussed, and will be 
of great value to all young men about te enter the electric railway field, or indeed 
to anyone desiring a knowledge of this important industry. 

The style is simple and the text is alustraeted by hundreds of examples taken 
from current practice. 

T. C. 


Dixow, Frank Haran and PAgwELES,.ULIUS H. War Administration of the Ral- 
ways in the United States and Great Britain. Pp. x, 155. Price, 000. New 
York: Oxford University Press, 1£18. 

This monograph is one of a series af preliminary economic studies of the war 
edited by David Kinley, Professor of Political Economy, University of Illinois, 
and published by the Carnegie Endo-ment for International Peace. The co- 
authors, Professor Frank Haigh Dixon of Dartmouth College and Julius H. 
Parmelee, are Chief Statistician and Szatistician, E E for the Bureau of 
Railway Economics maintained at Washington, D. C., by the railroads of the 
"United States. 

Thé foreword states that the acthors have attempted nothing beyond a 
‘simple narrative. The section dealing with the United States covers the period 
of voluntary codperation by the railroads of this country to solve the transporta- 
tion problems caused by the war, or, te be more exact, from the fall of 1915 when 
the Ameriean Railway Association appointed the Special Committee on Coópera- 
tion with the Military Authorities, to me end of 1917 when recommendations were 
made to Congress for greater unificat-on of management, the most important of 
which was the special report of the Interstate Commerce Commission of Decem- 
ber 6, 1917,, The organization, itself, she problems encountered and the extent to 
which they were solved by that orgamisation comprise the major portion of the 
description. 

The history of the war administration of railways in Great Britain is similarly 
presented, Although the author’s purpose was not to compare the handling of 
war transportation problems in the tvo countries, they have given the reader a 
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basis for contrasting the methods of both countries and some of the results ac- 
complished. 

There are several appendices of interest. Concerning this country, there is 
given the personnel of the railway war organization and the proclamation of 
President Wilson taking possession of the railways. Concerning Great Britain 
there is given the text of the Regulation of Forces Act, 1871 (under which Great 
Britain took over her railroads), the text of the law granting special powers to the 
Board of Trade and the orders which that body issued. 

This study is particularly timely, although it could have been made more 
valuable by source references, especially to some of the statistics used. 

W. E. WARRINGTON. 


University of Pennsylvania. 


Herrick, C. A. History of Commerce and Industry, Pp. xxv, 562. Price, $1.€0. 

New York: The Macmillan Company, 1917. 

Professor Herrick gives a survey of the development of commerce and indus- 
try from the earliest historical times to the present. He preserves admirable pro- 
portions in the division of space, and writes in a clear and readable style. In Lis 
discussion of the commercial development of the English colonies in America the 
author falls into the all too common error of misstating the terms and purposes sf 
the English Acts of Trade, and he fails to note the sharp distinction between the 
English colonial policy as developed before 1703 and the policy pursued after that 


year. 
T. W. V. M. 


HuNGHRFORD, EpwARD. The Railroad Problem. Pp. 265. Price, $1.50. Chi- 
cago: A. C. McClurg and Company, 1917. 
A series of articles in popular style on the ‘‘sick man of American Business." 
Mr. Hungerford analyzes the present difficulties of the railroads and points “the 
way out” through a better government policy, increased efficiency, arbitration of 
labor disputes, and the utilization of other means of transportation. 
T. W. V. M. 


Jackson, DuaALD C. and McGnarnH, Davip J. Street Ratlway Fares: Their 
Relation to Length of Haul and Cost of Service. Pp. xii, 169. Price, $2.50. 
New York: McGraw-Hill Book Company, Ine., 1917. 

The electric railway industry is unfortunate in having the little book Street 
Railway Fares by Messrs. Jackson and McGrath appear at thistime. The original 
conclusions in the book are largely based upon a superficial study of a very small 
group of companies situated in the state of Massachusetts, where operating and 
traffic conditions are quite dissimilar to those prevailing in the larger part of the 
United States. Thus, for example, the conclusion is reached that, due to traffic 
losses, “the companies received little or no increases in gross revenue in spite of £ 
20 per cent increase in rates of fare” (page 55) where six-cent fares have been 
inaugurated. This conclusion is based upon an insufficient examination of the 
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statistics relating to nine companies in Massachusetts, and ignores the generally ~ 
very satisfactory financial resulta which have been secured throughout the country 
where six-cent fares have been tried. 

A large part of the volume consists of a restatement without credit of material 
which appeared in Studies in the Cost of Urban Transportation Service by Mr. F. W. 
Doolittle, comprising the results of his investigations as Director of the Bureau of 
Fare Research of the American Electric Railway Association. 

T. C. 


MaoGrBBoN, DuNOAN A. Railway Rates and the Canadian Railway Commission. 
Pp. xv, 264. Price, $1.76. Boston: Houghion, Miffin Company, 1917. 
This book, which was awarded first rank in the competitive essay contest 

founded by Mesers. Hart, Schaffner and Marx, deals mainly with the regula- 

tion of rates by the Canadian Railway Commission. The writer's main purpose 
was to “exhibit the guiding principles in the rate decisions" of the commission. 

Às & background the book contains an account of the development of Cana- 
dian waterways, the policy of the Confederatior Provinces, the construction and 
development of the Canadian transcontinental railroads, the results of the general 
transportation policy of Canada, and the regulative statutes, commissions and 
other forms of public control that have obtained in Canada. Since the author was 
primarily concerned with the work of the present Canadian Commission his ac- 
count of existing freight rate structures and rate territories is brief. 

The greater part of the book, which is well written and bears evidence of care+ 
ful study, deals with the rate theories developed by the commission in connection 
with the charge of excessive rates; those developed in connection with the charge 
, of unjust discrimination; and the relation between the commission’s rate theories 

- and public policy such as the making of charges to develop or protect industries 
and traffic. Dr. MacGibbon concludes that “on the whole, while the Board has 
caused the reduction of excessive rates, and has eliminated certain abuses of dis- 
crimination, it has not used its power over rates and tariffs to influence the ordi- 
nary commercial development of the Dominion. It has essentially functioned as 

& convenient informal court of justice rather than as a regulative commission.” 

G. G. H. 


Mounpy, FrLoxp W. (Ed.. The Earning Power of Railroads, 1917. Pp. 478. 
Price, $2.50. New York: Jas. H. Oliphant and Company, 1917. | 
The 1917 issue of Mundy’s Earning Power of Railroads adheres to the same 

outline or plan as the issue of the preceding year. It contains ten chapters! con- 

taining definitions of railway accounting terms and outlines the principles that 
should be applied by investors. These explanatory chapters are followed by & 
series of tables containing statistics of the fiscal year 1916 in comparison with 
those of previous years for the principal railrceds of the United States, Canada, 

Cuba and South America. The tables are supplemented by over 260 pages of 

notes concerning the capitalisation, dividends, physical and financial condition 

and earnings of the railroads included in the statistical tables. 
G. G. H. 
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PuLsrorD, EpWARD. Commerce and the Empire 1914 and After. Pp. x, 248. 
Price, 78. 6d. London: P. S. King and Son, 1917. 


An exhaustive argument in favor of the continuation of the free-trade policy 
of the British Empire. by a member of the Senate of the Commonwealth of Aus- 
tralia. 


WEBB, Warrer Lorine. Railroad Construction (6th ed. rev. and enlarged). 
Pp. xv, 831. Price, $4.00. New York: John Wiley and Sons, Inc., 1917. 


This excellent handbook deals with all phases of railway construction from 
the standpoint of the practicing engineer. It not only presents in detail approved 
methods of modern ,corstruction practice, but indicates the economic justification 
for the methods. The former edition has been thoroughly revised and greatly 
improved by the addit:on of much new material. AT. W. V. M. 


ECONOMICS 


EL, RicHagp T.; Huss, RanLPH H.; Lsrrg, CuannLES K.; Carver, THOMAS 
NixoN. Ths Foundations of National Prosperity. Pp. xxiv, 378. Price, 
$2.00. New York: The Macmillan Company, 1917. 

As indicated in th» sub-title, this volume is a collection of ‘studies in the 
conservation of permarent national resources." Each of the four authors ceals 
with a separate topic: Professor Ely with conservation and economie theory, 
Professor Hess with eanservation and economic evolution, Professor Leith with 
conservation of certain mineral resources and Professor Carver with conservation 
of human resources. 

,» Professor Ely sketches the growth of the theory of conservation, particularly 
in the writings of economists, and lays the foundations for the other three studies 
of the volume. Conservation is broadly defined and the problem closely ccrre- 
lated with the distribut:on of wealth, from which it follows that ‘‘a wise conserva- 
tion policy means wise property relations." Professor Carver with his usual 
vigor presents views that are for the most part familiar to those who are acquainted 
with his writings, especially his Essays in Soctal Justice. One of the most inter- 
esting and valuable chapters is the one on idleness as a source of waste. Professor 
Leith discusses coal, iron ore and copper, laying stress on the extent to which 
conservational measures already in operation in these three industries have been 
initiated by private enterprise for self-interest. He emphasizes the possibilities 
of further use of privats control while at the same time urging strongly the im- 
portance of the sphere af public endeavor. 

It is in the section oy Professor Hess that the general theory of conserva-ion 
is most fully and satisfactorily developed, although he limits his discussion to 
the natural agents of production. There are four periods of industrializaton, 
i.e. those of exploitation, industrial development, industrial maturity and indus- 
trial regression. Each period has its characteristics and for each there is an 
appropriate conservation policy. In the earlier periods private proprietorship 
may not be incompatible with social interest but in the later ones there may be 
more divergence. Since there is a technical superiority of present over future 
goods, private proprietcrs must be spurred to saving by the offer of an interest 
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return as a reward for abstinence. But this may be inadequate to meet the social 
problem and consequently “it is the principle of compound interest rather than 
that of annual interest which must be applied to conservation finance.” Much 
may accordingly be done for conservation through individual ownership, but 
there should be & gradual substitution of corporation management while ''the 
formulation and execution of a comprehensive conservation policy is fundament- 
ally a government function.” 

Such defects as the volume possesses are due largely to the joint authorship. 
Considerable space is given to some natural resources and comparatively little 
to others, e.g., lumber and water power. A few duplications occur in the develop- 
ment of argument but they are insignificant. The book is a valuable one and is 
a gratifying evidence that modern economists are not guilty of the criticism 
of the older writers as stated by Professor Hess (p. 118): ‘‘The réle of labor and 
capital was relatively over-drawn and the industrial functions of natural resources 
were neglected." 

E. M. PATTERSON. 


University of Pennsylvania. 


Hox, Rosunr F. Trade Unionism in the United States. Pp. xxxvii, 429. 
Price, $2.50. New York: D. Appleton and Company, 1917. 


This book is the result of an effort to reproduce as faithfully as possible the 
notes and lectures on Trade Unionism used by Robert F. Hoxie during his last 
year of teaching in the University of Chicago, and to combine with them some of 
his papers previously published. The task has been skillfully done and the result 
is a remarkably logical and coherent presentation of a vital phenomenon in present 
industrial relations. The exceptional equioment of Professor Hoxie is stated by 
Professor Downey in an introductory chapter in these words: ‘Trained originally 
in the straightest sect of cloister economics, he had the good fortune to escape its 
influence before his teachers had succeeded in dulling his appetite for reality. 
Falling next under the potent spell of Thorstein Veblen, he acquired the genetic 
standpoint, a wide acquajntance with cultural history, and an abiding mterest 
in institutional development. After this varied apprenticeship he devoted him- 
self for the space of more than ten years to an intensive study of American trade 
unionism. ” 

The most valuable chapters in the book are perhaps those on general Char- 
acter and Types, Fresent Union Groups, Industrial’ Workers of the World, Em- 
ployers’ Associations and the ones on scientific management and the opposition 
to it on the part of organized labor. The characteristic note of the book is its 
presentation of the subject in terms of structure and function and the laying of 
stress on the latter. Structurally, some six main forms of labor organization are 
shown to exist, while the real differences, which are functional, are seen in such 
types as business unionism, uplift unionism, revolutionary unionism, and preda- 
tory unionism, with varieties in both revolutionary and predatory unionism. The 
book is a distinct contribution to the literature of labor problems and should be 
of value to both the student and the general reader. 

' George M. JANES. 
University of North Dakota. 
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SzAGER, Henry R. Principles of Economics (2nd ed., rev.). Pp. xx, 682. Price, 

$2.25. New York: Henry Holt and Company, 1917. 

This revised edition is substantially the same as the 1913 Principles of Eco- 
nomics, and users of the older edition may feel a certain disappointment that 
more extended revision was not made. Twelve pages of new material have been 
added. These include the Underwood Tariff (pp. 397-8), a reference to Section 
19a of the Interstate Commerce Act (p. 448), the Federal Trade Commission 
Act (pp. 473~4), the Clayton Act (pp. 474 ff.), the Amended Federal Income Tax 
Law of 1916 (p. 525). 

` C. H. C. 


Smart, Wiu1am. Economic Annals of the Nuneteenth Century. Second volume, 
Pp. xxii, 584. Price, $6.50. New York: The Macmillan Company, 1917. 


This volume covering the decade ending with 1830 was the final work of 
Professor Smart. It had been revised before Professor Smart’s death and was 
presumably practically ready for the printer. Like other works by the author, 
it presents concisely and accurately material selected with scholarly judgment. 
Naturally the beginning and early progress of the free-trade movement in Eng- 
land receives much attention. The struggle between economic classes has so 
changed during the past hundred years that American economists have difficulty 
in giving as great importance as do English economists to the movement, which 
started in the third decade of the last century, for reduction of import duties on 
agricultural products. It is probable that economic histories of England for the 
first half of the nineteenth century written a century hence will give greater em- 
phasis to subjects other than free trade. However, finance, taxation, navigation 
laws, industries, Ireland, speculation, labor legislation, railway beginnings, etc., 
each receive careful attention, despite the special emphasis given to the campaign 
to répeal or amend the “corn laws." No serious student of English economic 
history can neglect to study the two volumes of Economic Annals prepared by 
Professor Smart. It is to be regretted that he did not live to continue the work 


so ably begun. 
. E RJ. 


Woopsury, R. A. Social Insurance: an Economic Analysis. Pp. x, 171. Price, 
$1.25. New York: Henry Holt and Company, 1917. 


This book performs a service that society desired about the time the New 
York Court of Appeals declared our first compulsory workmen’s compensation 
act unconstitutional At that time we needed a careful economic analysis of 
costs and burdens to establish the right of workmen’s compensation to be. Its 
principles were new in the United States and it was hailed as a dream of social 
reformers. ‘This book plunges straightway into such questions as the burden of 
accident cost, the point at which the burden falls, and the way in which the 
burden will affect capital and industry, wages, and the development of thrift; 
and finally the effect of workmen’s compensation on the prevention of accidents. 
The disappointing thing is that it did not appear until 1917. 
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One has the feeling on reading the, book now that it has outlived its useful- 
ness before ita appearance. For today dhe principles of workmen’s compensation 
are scarcely open to question. Present problems deal with the perfection of 
laws—better adjustment of benefits, better administration, scientific determina- 
tion of costs. The &uthor's conclusion leads one to believe that it was written 
long before thirty cdd workmen’s compensation laws had been passed, before 
even the question of constitutionality had been settled with some degree of final- 
ity by the United States Supreme Court. Aside from the fact of its tardy appear- 
ance, it is a very careful and thorough analysis and will be of considerable value 
to the student of social insurance. 

Bnucg D. Muparrr. 
University of Washington. 


POLITICAL SCIENCE 


Corwin, EpwARD 8. The Presidents Control of Foreign Relations. Pp. vi, 216. 
Price, $1.50. Princeton:. Princeton University Press, 1917. 


In this work Professor Corwin has given an illuminating presentation of one 
of the vexed questions in American constitutional practice. Fortunately for 
the students of the subject, he has reprinted two historical discussions relating to 
the power of the Executive over the foreign rélations of the United States, viz., 
the early discussion between Hamilton and Madison in 1793, and the senatorial 
controversy between Senators Bacon and Spooner (1900). 

The author has selected his material with great skill and discrimination, and 
as & result the reader receives a clear picture of the growing power of the Executive 
over foreign relations, 

A particularly suggestive portion of the work is the chapter dealing with 
Executive agreements with foreign countries. The arrangements entered into 
by the President clearly demonstrate the far-reaching power which the Executive 
may exercise independently of the Senate. In a number of instances, notably 
the San Domingo protocol, the President proceeded in spite of the opposition of 
the Senate, entering into an arrangement which was not ratified until nearly two 
years after the original agreement had, bean effested. 

L. S. R. 


FisH, Cant RussmLL. American Diplomacy. Pp. xi, 541. Price, $2.75. New 
York: Henry Holt and Company, 1015. 


Professor Fish has here presented in great, and sometimes needless, detail 
a history of the major part of thé important political events in the foreign rela- 
tions, not of America, but of the United States from June 16, 1775 to sometime 
in February, 1915. The title adopted for the work is essentially and unfortunately 
misleading. The book has very little to say about American Diplomacy and the 
author shows no evidence of having drawn to any appreciable extent upon the 
vast and rich stores of original source material in this broad field of politica, law, 
and history well known to be accessible even in one single country, the United 
States. A brief prefatory note, presumably written by the author, explains his 
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purpose to be to give “a comprehensive and balanced though brief review of the 
history of American Diplomacy” which “will help to diffuse a knowledge of our 
diplomacy at a time when it is becoming increasingly important that public 
opinion should be internationally minded." The book makes no claim to be, 
and very clearly is not “a contribution to knowledge, but rather a condensation 
of ascertained conelusions" drawn from some of the new and some of the old con- 
tributors to the knowledge of our foreign affairs. If the words “‘American Di- 
plomacy” in the preface cited were replaced by the phrase “chief elementary 
facts in the foreign relations of the United States” it would pass as a fairly accur- 
ate characterization. The viewpoint, subject matter, and method of treatment 
are neither political nor legal, but historical. The work though absurdly com- 
prehensive of minor details, such as relations with the North American Indians 
and "the West,” manifests a serious lack of balance in the treatment of and 
emphasis given to certain important topics, periods, and personalities, suggesting 
a lack of digestion or assimilation of much of the secondary material absorbed 
by the author. Among many well-selected chapter headings unfortunately 
appear such unilluminating titles as: The West; Old Problems in New Hands; 
Routine, 1861-1877; Baiting the Lion, perhaps more appropriate to the novelist 
than to the historian. It is too bad that the great subject of arbitration, in which 
the United States has been one of the world leaders, has been tied up in a chapter 
on " Routine and Arbitration.” It seems trivial in connection with serious faults 
in a history of important foreign relations or policies to mention such blunders 
as the confusion of the British island of Dominica with the Dominican Republic, 
or with the island of Santo Domingo or Haiti (pp. 327, 349, 363, eto.), or the ref- 
erence (p. 26) to the well-known trading name of Caron de Beaumarchais as if it 
were a real and not a fake “commercial company,” and then to misspell it as 
“Rodriquez Hortalie" instead of “Roderigue Hortalez." From this error, a 
simple glance into the ably-written precursor of his work, Foster's A Century of 
American Diplomacy, might have saved the author. At any rate, Stillé (who 
‘appears in Dr. Fish’s own footnote, p. 26) or Loménie, not to mention original 
letters of Beaumarchais in Steven’s Facstmiltes, could have set the author right. 
One would get no idea, adequately or otherwise, from this book of the problems 
that beset America in the creation of her diplomacy owing to obstruction at home 
and abroad. The Commission to France, its actual composition, and agents, 
work, and squabbles, and relation to Congressional cliques, which all but wrecked 
the success.of Franklin’s labors in France, are left largely to an unstimulated 
imagination, while a chapter of ten pages is given to non-essential colonial topics 
in the period 1493 to 1764. One gets no further with the origin and importance 
of the “open door" policy than that it was once applied by John Hay. As a 
piece of literature the book is about as refreshing as The Sahara. But why par- 
ticularize! It is no easy matter to write a good history of our foreign affairs, 
even of the elements of them, and we owe Professor Fish a debt for his indusiripus 
labor and the resulting compendium. 

The author, notwithstanding errors too numerous to mention here and at 
times serious ones, has succeeded better than many of his predecessors. For 
what book is free from errors? To an extent he is a pioneer in his attempt to 
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produce a brief and comprehensive work. - He has not failed in a most important _ 
objective. The bock will do much to make Americans take an interest in this 
very vital subject. It has great value in the hands of a well informed teacher. 
lt can, be used and is used with profit by professors and students in university 
Glasses with other literature to supplement and correct it. The reviewer regards 
it as one of the best books of its kind that exists. It has six interesting maps 
and a good index. 

Jas. C. BALLAGH. 

Universtiy of Pennsylvanta. i 


WarnnAOB, Davin D. The Government of England: National, Local, and Imperial 
Pp. xi, 384. Price, $2.00. New York: G. P. Putnam’s Sons, 1917. 


It is the author's purpose “to describe the English government as it is with- 
out distracting the reader with a long account of how it came to be what it 18"; 
also to avoid “the common habit of first describing the government as it is sup- 
posed to be in theory and then follow this with an equally detailed account ex- 
plaining that it is not really this, but something very different.” 

In certain quarters both of these purposes will be regarded as revolutionary. 
As to the first, however, what Proféssor Wallace really undertakes is to use his- 
torical materials with grehter brevity than his predecessors. Usually he js judi- 
cious in his brevity. Occasionally he seams to turn a corner somewhat too sharply 
as in the phrase (p. 23), “if the Commons persisted in demanding the passage of 
a law that the people wanted." His second purpose—that of avoidmg detailed 
expositions regarding conflicts of theory and practice—is well maintained, al- 
though it also gives way occasionally as in his treatment of the “legally unlimited 
and potentially despotic power” of Parliament (p. 21). 

It is invidious, however, to single out these minor points in a work so well 
conceived and executed as a whole. Professor Wallace’s description of the gov- 
ernment of England is lucid in style, well selected as to matter, and fertile in 
suggestive comparisons with American institutions. Of course many sweeping 
changes have taken place since the outbreak of the great war, changes which 
have not as yet run their course. Professor Wallace has not attempted to deal 
with such matters. Even so his presentation of the English constitution, in 
addition to its other advantages, is so much more up-to-date than any other text 
book that it is likely to be widely preferred for use in American college clasa 
rooms. 

Rosurt C. BROOKS, 
' Swarthmore College. 


SOCIOLOGY 


Cuart, F, Sroart. An Historical Introduction to Social Economy. Pp. 314. 
Price, $2.50. New York: The Century Company, 1917. i 
Professor Chapin has sought to present in this volume the background of 

the picture of social evolution as it effects the problems of modern gocial life. 

He presents our social economy as the natural produce of a continuous evolution 
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which he traces through (1) the Greek and Roman periods, (2) the industrial 
developments of the Middle Ages, and (3) the industrial revolution of modern 
times. His descriptions of the earlier periods are valuable mainly in the light 
they throw upon social processes. Descriptions of the revolutionary changes in 
agriculture, industry and communication serve to reveal the causative effects 
of these changes in social life. The result of the work is to show the historic 
reasons for both the motive gnd the method of ‘‘transition from remedial to con- 
structive charity and preventive philanthropy.” It is the type of book that 
strengthens confidence in the scientific formation of a rational and self-conscious 
social program. 
J. P. L. 


Dmvspang, C. V. The Small Family System (new and enlarged ed.). Pp. 1, 
196. Price, $1.50. New York: B. W. Huebsch, 1917. 
This is & reprint of the 1913 edition with tables corrected to date and the 

addition of two new chapters on Progress since 1913 and The War and The Birta- 

Rate Commission. It is zhe best single volume in English devoted to the interest 

of Birth Control. 


HuwPHnaEY, Sera K, Mankind: Racial Values and ihe Racial Prospect. Pp. 
xvi, 223. Price, $150. New York: Charles Seribner's Sons, 1917. 
“Mankind is divided into races primarily according to physical unlikeness; 

` but dissimilarities of mental attributes and capacities are so closely associated 

with outward physical differences that they enter as important factors in dis- 
tinguishing races one from another. Whether or not the mental attributes which 
have set up the White as the dominant race of the world were also once lodged 
with the Yellow, the Black and other inferior races, and gradually became lost 
through outbreeding during their milleniums of separation from the parent 
stock, is a question as unanswerable as it is unimportant. The outstanding fact 
is that they are not possessed of these attributes today." From this—alleged 
scientific—starting point the author has no trouble in demonstrating that the 

Anglo-Saxons and the Germans are easily the ablest race stocks today and that 

in the future it is & question which will survive and dominate. Germany is 

blessed with a homogeneous population; America is handicapped by mongrel 

Stock. Yet the United States, Canada, Australia, South Africa coóperating will 

win out if they eliminate the unfit and stimulate the multiplication of the highest 

types. 

The author claims that less than one per cent of the people of any country 
really count, in so far as ability goes. Yet in discussing the present war he 
argues: “It is safe to say that among the millions killed will be a million who are 
carrying superlatively effective inheritances—the dependence of the race’s 
future." 

Mr. Humphrey is discussing most interesting and important topics. He 
appeals to prejudice rather than to fact, even though he seeks to outline a scien- 
tific basis, and his logic may be judged from the preceding paragraph. 

C. K. 
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Lewis, BunpETTB G. The Offender and His Relation to Law and Soctety. Pp. 
382. Price, $2.00. New York: Harper and Brothers, 1917. 


A useful book from the hand of the Commissioner of Correction of New York 
City. It contains much valuable material rather loosely put together. The 
author is committed to the principle of specialization in the treatment of offenders, 
` although, like most officials dealing with the practical application of criminal 
science, singularly prejudiced against the theory of pathology as & cause of 
criminal behavior. His chapter on classification is not clear, but the chapters 
on Probation, The Central Clearing House for Criminal Cases, and The Indeter- 
minate Sentence are worthy of careful consideration by those engáged in correo- 
tional work. The volume contains much useful material concerning modern 
institutions of New York State for dealing with the problems of delinquency, 
including working plans and pictures. Part IJ, on the Prevention of Crime, 
contains much sound social philosophy and is especially recommended to the 
clergy, educators, correction officials and the police. On the whole, the volume 
is a useful addition to the literature of criminology. > P. A. P. 


Macrvmr, R. M. Community, a Sociological Study. Pp. xv, 487. Price, $3.75. 

New York: The Macmillan Company, 1917. 

“Wherever living beings enter into, or maintain willed relations to one 
another, there society exists. . . . . Social fects fall into two great classes 
(a) social relations proper, and (b) social institutions. . . . . By a commu- 
nity, I mean any area, of common life, village, or town, or district, or country, or 
even wider area. . . . . An association is an organisation of social beings 
(or a body of social beings as organised) for the pursuit of some common interest 
or interests, . . . . The special sciences consider the special associational 
activities in themselves; sociology considers them as aspects within a common 
life." Add to these general statements the author's belief in the “unity that 
underlies all the forms of communal development" and his denial of the alleged 
contrast between the interests of the individual and society, and one will get a 
crude idea of his standpoint. 

An analysis of community, is made in Book IL while the primary laws of 
the development of community are studied in Book III. *''Socialisaticon and 
individualisation develop part passu. The unity of these two factors is revealed 
in every life as well as in the whole they constitute, for that unity is personality. 
The actual development of personality attained in and through community by tis 
members ts the measure of the imporiance they attach to personality both $n themselves 
and in their fellow-men." Space forbids further exposition of this interesting posi- 
tion. 

The author has made a real contribution to the literature of sociology. It 
has the great merit of being clear and logical. Dr. Maciver is fortunate both in 
the presentation of his own views and in his criticisms of various theories. ‘The 
volume deserves careful consideration and*may well be used as the basis of class 
discussions. 

: CARL KBISBY. 
University of Pennsylvania. 
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Yvns-Guror, M. La Question de L’Alcool; Allégations et Réalités. Pp. xi, 288. 
Price, 3 fr. 85. Paris: Librairie Felix Alcan, 1917. 


Fisx, Evanna Lyman. Alcohol: Its Relation to Human Efficiency and Longevity. 

Pp. xx, 216. Price, $1.00. New York: Funk and Wagnalls Company, 1917. 

In the presence of increased agitation over the liquor problem, which has 
arisen out of war conditions, it is encouraging to note an increasing tendency to 
treat the question scientifically and dispassionately—an attitude all too lacking 
in former prohibition propaganda. 

It is against just this extravagant and biased propaganda that M. Yves- 
Guyot has hurled his book upon the alcohol question. 

His work, which he intends as a scientific and dispassionate analysis of the 
liquor problem, turns out to be a virulent attack on the prohibitionists, an attack 
which ignores some of the most significant evidence against the use of alcohol, and 
which is guilty of the very bias and exaggeration which he condemns. Basing 
his argument on the well-known experimenta of Atwater and Benedict, he claims 
& high food value for alcohol. He'then endeavors by statistical analyses to show 
that aleohol has none of the physiological and social evils ascribed to it, and that 
all attempts at regulation and prohibition have failed of their object. 

More careful in its tone is Dr. Fisk’s work. Frankly convinced of the evil 
effects of even a moderate use of alcohol, he presenta his reasons for this belief 
in a scientifically reasoned analysis. ' The author bases his argument upon the 
extensive experience of Efe insurance companies, and psychological and medical 
researches, which tend to show that the use of alcohol mcreases mortality and 
impairs bodily health. He has gone far toward gathering together the evidence 
that careful students of -he liquor problem have long been seeking, viz., proof of 
the ill effects of moderate use of alcohol. By far the most important part of his 
book is his excellent summarization of recent psychological experiments carried on 
by the Nutrition Laboratory... Using only moderate doses of alcohol, these experi- 
ments have in the main confirmed the marked depressant toxic effect of alcohol 
established by Kraepelin's researches where large doses were used. There is 
also an effective answer to the claim that alcohol is a food. Dr. Fisk’s book is 
undoubtedly the best prasentation of our present knowledge as to the physio- 
logical and psychological effects of alcohol that has been published. 

; RavMwoNDp T. BY». 
University of Pennsylvania. . 
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REPORT OF THE BOARD OF DIRECTORS, YEAR ENDING 
DECEMBER 31, 1917, AMERICAN ACADEMY OF 
POLITICAL AND SOCIAL SCIENCE 


I. REVIEW or ran ÁcADEMY'8 ÁCTIVITIES 


The current year has demonstrated more clearly than ever 
before the importance of the national and international service 
which the Academy is in a position to perform. As the war pro- 
ceeds, the necessity of keeping the public opinion of the country in 
close toueh with every change in the development of national and 
international affairs becomes more and more apparent. This 
great democracy of ours cannot hope to meet the stupendous prob- 
lems with which it is now confronted unless every agency, especially 
a national educational agency such as the Academy, devotes itself 
unremittingly to the enlightenment of public opinion. 

It was this thought that led the Academy to inaugurate this 

“year a series of national conferences, each devoted to some one as- 
pect of the war upon which we have entered. The main purpose 
that the officers of the Academy had in view was to secure a nation- 
wide interchange of opinion with reference to the policy which the 
country must adopt in bringing the war to an early and successful 
conclusion. In this work we have had the earnest and enthusiastic 
coöperation of civic organizations, chambers of commerce and other 
voluntary associations throughout the country. The discussions 
were participated in by men who have made a life study of these 
problems and the proceedings of these conferences were widely 
reported throughout the country. The Académy is especially 
indebted to Dr. Clyde L. King who organized the conference on the 
'* World's Food Supply" and to Dr. E. M. Patterson who made the 
arrangements for the conference on ‘‘Financing the War." 

During the past year, the publication activities of the Academy | 
were pushed forward with unabated vigor. I hope that every mem- 
ber of the Academy realizes the magnitude of the problem which 
the Editorial Council is called upon to perform. ‘To publish six 
special volumes annually, each devoted to some question that is in 
the foreground of public attention, is no small task. A group of 
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_ under the leadership of Dr. King have been giving 
hd energy to the purpose for no compensation other 
~sfaction of performing a public service. It is no exag- 
a „O say that through these six volumes, which are placed 
‘ands of the members of the Academy, they are able to keep 
X touch with the progress of national and international 


"Dune the past year we have again had requests from a num- 
ber of our members to undertake the organization of local centers 
in different parts of the United States. Your Board has called 
attention to this question on several occasions and feels that it is 
only a question of time when the Academy will have to undertake 
such a plan. This will involve a far more elaborate organization 
than we have at the present time and will add very greatly to the 
responsibilities of those directing the Academy’s work. 

Your Board again desires to call attention to the pressing need 
of an Endowment Fund, which will enable the Academy to conduct 
investigations on a much larger scale than has heretofore been 
possible and will also enable us to secure the Academy building of , 
which we stand in such great need. 





II. PUBLICATIONS 


During the year 1917 the Academy has published the following 

vue ; 

January— The Present Labor Situation 

March—Modern Insurance Problems 

May—Stabilizing Industrial Employment 

July—America’s Relation to the World Conflict and to the 
Coming Peace 

September— Justice Through Simplified Legal Procedure 

November—The World’s Food 


III. MEETINGS 
During the yeer 1917 the Academy has held the following 


meetings: 
January 27—Railways and Railway Law as Affected by the 
i Eight Hour Law 


April 20-21 (21st Annual Meeting)—America’s Relation to | 
the World Conflict and to the Coming Peace 


i 


— 
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' . " 
September 14-15—The World's Food TN j " 
November 2-3— Financing the War 

IV. MzMBERBSHIP ac 


The membership of the Academy on the 31st of December, 
1917, was 6,263, with a subscription list of 1,052. Of the 6,263 
members, 1,426 are residents of Philadelphia, 4,587 of the United 
States outside of Philadelphia, and 250 foreign. Of the 1,052 sub- 
scribers, 7 are from Philadelphia, 943 from the United States outside 
of Philadelphia and 102 foreign. Compared with the membership 
on the 31st of December, 1916, we find that in the Philadelphia 
membership there is a gain of 98; in the membership in the United 
States outside of Philadelphia 296, and in the foreign membership 
3, or a total of 397. This is a gain of 53 in membership over 
the year 1916. In the subscription list there is a gain of 3 in 
Philadelphia, 110 in the United States outside of Philadelphia 

~and 15 in foreign or a total gain of 128. The total gain during the 
year 1917 in the combined membership and subscription lists is 525. 

During the year the Academy has lost through death 55 of its 

members, one of whom was a life member. 





Foreign 
T. Matsumoto 
Philadelphia 

Miss F. Brown Arthur J. Meredith 
Denis A. Hayes Fred W. Simmons 
J. A. McKee F. B. Wooley 

Outside 
Fred J. Allen Dr. Henry Ferguson 
John D. Archbold James L. Glase 
Hon. John H. Baker Hon. G. W. Guthrie 
W. E. Barns . E. W. Hammer 
Alfred D. Barnard Henry O. Harris 
H. C. Beck N. W. Harris 
-Lester M. Bloch F. R. Hazard 

Hon. Boucher de L& Bruére Dr. Henry D. Holton 

Hon. Sam Cohr Wiliam B. Hurst 


Chester A. Congdon Frank Jacobs 
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George L. Jewett . Benjamin F. Pabodie 
Dr. Geo. Ben. Johnston Will H. Parry 

Bryan Lathrop Frederic H. Reed 
Hon. Preston Lea H. J. Sehumacher 
Rabbi J. Leonard Levy Isaac N. Seligman 
Major E. C. Lewis | Rt. Rev. F. S. Spalding 
Hon. David Mackeen ' A. A. Stevens 
Martin A. Marks | Edw. R. Taylor 

T. F. MeCrickett J. P. Taylor 

J. Charles F. Merrill J. K. Turner 
Thomas P. Merritt ` George Thompson 
Howard D. Newton *Charles J. Willett 
W. A. Northcott Sidney M. Winslow 
Richard Olney W.S. Witherbee 


| The death of these members has deprived the Academy of 
some very warm friends and enthusiastic workers. 

During the year the Academy has lost by resignation 499 of 
its members and 9 subscribers, while 951 members and 137 sub- 
scribers have been added to the list. 

In addition to the resignations and deaths there are being 
. held for two years to June 30, 1916, 101 members and two years to 
June 30, 1917, 126 members for non-payment of dues. This would 
reduce the membership to 6,036 and make the total gain 170 in 
membership. 

V. FINANCIAL CONDITION 


The receipts and expenditures of the Academy for the fiscal 
year just ended are clearly set forth in the Treasurer’s report. 
The accounts were submitted to Messrs. E. P. Moxey and Com- 
pany for audit and a copy of their statement is appended herewith. 

In order to lighten the burden of expense incident to the Annual 
Meeting as well as to the conferences on the World’s Food and 
Financing the War, special funds amounting to $2,415 were raised. 
These funds are as follows: 


Annual Meeting ee eT ee ee nee $1,575 
Food Conference.............6... 295 
Finance Conference..........<... 545 

$2,415 





* Life member. s 


- 


* 


t 


924 Tun ANNALS OF THE ÁMERBICAN ÁCADEMY 


The Board takes this opportunity to express iis gratitude to the 
contributors of these funds. 


VI. CONCLUSION 


During the past year the officers of the Academy have been 

. unremitting in their efforts to develop closer personal relationship 
between members of the Academy. Through such coöperation ~~ 
the Academy’s national influence will be greatly strengthened. 
It is our hope during the year 1918, still further to stimulate this 
coóperation. Every step in this direction enables the Academy 
better to perform its service to the nation. . 


January 17, 1918. 
CuanLzxs J. Ruoaps, ESQ., TREBAS., , 
American Academy of Political & Soctal Science, Philadelphia, 
Pa. 

Dear Sir: We herewith report that we have audited the 
books and accounts of the American Academy of Political & Social 
Science for its fiscal year ended December 31, 1917. 

We have prepared and submit herewith statement of receipts 
and disbursements during the abave indicated period, together 
with statement of assets as at December 31, 1917. 

The receipts from all sources were verified by a comparison 
of the entries for same appearing in the Treasurer’s cash book with 
the record of bank deposits and were found to be in accord there- 
with. 

The disbursements, as shown by the cash book, were supported 
by proper vouchers. These vouchers were in the form of cancelled 
paid checks or receipts for moneys expended. ‘These were examined 
by us and verified the correctness of the payments made. 

The investment securities listed in the statement of assets 
were examined by us and were found to be correct and in accord 
with the books. 

As the result of our audit and examination we certify that the 
statements submitted herewith are true and correct. 

‘Yours respectfully, 
Epwarp P. Moxey & Co., 
Certified Public Accountants. 
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Balance Cash on Hand January 1, 1917.......... 20. cee eee nee 
‘Receipts 

Members’ Dues. .............. Sedat oem $25,282 .'77 
Life Membership. ceno 60% iiie Re ERU ELE ES 100.00 
Special Donations. ....... ccce eese ehh hon : 2,405.00 
Subscriptions: 

Individualg. aas etd bib E ERES 8277.93 

Agolllccece x. iP ech DAT RES SEE 3,250.43 

Libraries...... Micbel de ir 457 .29, 8,904.65 
Sales of Publications. ................uu. EE SE 5,005.61 
Interest on Investmenta... 2.1... ccc cece reve eveee 4,719.77 
SUDGPIÓB sd sae pase eb Pa ua eO OE qu ANE NEN UNS 51.15 

Total Receipts 
Disbursements 

Office Expense: - 

Office Salariea. ............Luueeu.. $4,253.12 

Supplies and Repairs.. ............ 1,169.90 

Stationery and Printing............. 446.18 

Telephone and Telegraph. .......... 43.78 

Postage.....eeeeeee e en 424.43 

Freight, Express and Carfares....... 9.00 

General Expense. ...........seueese 1,148.26 $7,489.62 
Philadelphia Meetings 

Balaries 24 oxedeskisrrka e RUN MEER $1,833.99 

Hah Rön: coo lau Sr ERE 770.00 

Stationery, Engraving and Printing.. 1,721.84 

„Clerical Bervices............0.0000. 135.92 

oe of Speakers............... 1,279.28 

steht taro duda gees MS 878.02 
Dre A and Telegraph ............ 91.08 


Carfare, Newspapers, and sundries... ^ 109.58 §,820.51 


Publicity Expense 
Salaries. ....lssseceen eee i $1,816.13 
Pamphlets, Cards, and Advertising. . 416.23 
POBUBBU. 5349.00 ces eed wee ia 760.57 
Stationery, Supplies and Repairs. ..... 1,072.42 
Telephone. ........... ...... JO 11.07 8! 3,567.32 


| 41,558.95 
$47,414.28 
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Publication of Annals: 
SCAN Eat. Loos wees dv ROCCO DERE $3,801.29 
Printing sovolsdesub Qe Rbawo E 14,063.00 
RODNA S eveepIuetawskoenE RES 711.34 
BINGE (ture coax ERES ERA E mE EVE 345.70 | 
POSUIEO, cua XI RR pK NM ERE ME 1,238.33 
Advertising.. 65 east ul Wwe sti i WS 45.00 ` 
Stationery and Supplies............. 928.16 
Freight, Express. Carfare and Sundries 200.77 
Telephone and Telegraph........... 115.96 
Storage and Insurance.............- 12 69 21,786.24 
Investments Purchased. .............. eese 5,000.00 43,663.69 
Balance December 31, 1917. ..... cesse enn $3,750.59 
Investments (book value)............ cece cece eee erre $100,505.77 
Cash: ` 
In Academy Office... ... ccc rennen $300.00 
In Treasurer's Hands: 
Centennial National Bank. .................. 200.00 
Girard Trust Company... .. 22... cece eee ees 3,250 59 3,750.59 
$104,256 .36 
LIABILITIES 
None ! 


INDEX 


Act to Regulate Commerce: enact- 
ment, 204, 212; interpretation, 206; 
provisions, 6, 122, 213, 245, 248. 

Additions: how paid for, 43; means of 
securing, 54; purpose. 48; securities 
for, 179. 

Administration Bill, provisions, 81. 

Alabama, security issues in, 183. 

Alaska railroad: government owner- 
ship, 80; operation, 15. 

American Railway Association: car 
service authority, 16; principle of 
car service, 28. 

Anti-pooling laws, suspension, 21. 

Anti-trust laws, suspension, 21. 

Arizona, security issues in, 168, 170, 
171, 172, 175, 176, 178, 179, 180, 
183, 185, 186. T 

Arkansas: security issues in, 177, 183, 
185; commission decisions, 216. 

Army Bill, provisions, 15. 

Australia, railroad operation, 160. 

Austria, railroad operation, 71. 


Barron, Many L. State Regulation 
of Securities of Railroads and Public 
Service Companies, 167-90. 

Belgium, railroad operation, 71, 160, 
162. 

Bonds: control, 193; issue, 65. 

Box cars: pooling, 30; service, 31. 

Budget, national, 258. 

Bureau of Railway Economics: descrip- 
tion, 303; reports, 117. 

Bureau of Railway News and Statis- 
tics, description, 304. 

Byram, H. E. Principles and Prac- 
tices of Car Service Regulation, 25- 

y 88. 


California: publie utility investments, 
201; security issues in, 168, 170, 171, 


172, 175, 176, 177, 178, 179, 180, 
182, 183, 184, 186, 187, 196, 200. 

Capital: control, 103; cost, 232; de- 
mand, 35, 55, 89, 191, 257; increase, 
260; outstanding, 296-8; nominally 
issued, 299; railroads, 60; source, 257. 

Capitalization: protection, 63; regu- 
lation, 168, 234, 236. 

Car Service: authorities on, 17; Bureau 
of, 38; charges, 28; Commission on, 
29-32, 38, 52; Division of, 16; defini- 
tion, 26, 32; efficiency, 18, 38; prob- 
lem, 25, 26, 29, 33; rules, 36. 

— — —— Act, provisions, 37. 

Car Service REGULATION, Perca- 
PLES AND Practices or. H. E. 
Byram, 25-33. 

Car Survion, REGULATION OF, UNDER 


GovERNMENT CONTROL OF OPERA- | 


TION. John J. Esch, 34-41. 

Car shortage: causes, 18, 35; defini- 
tion, 28; history, 18, 34, 52; remedies, 
18. 

Cars: charges, 39; joint use, 27; num- 
ber under repair, 38; passenger 45, 
48 


Carriers: arguments, 8; compensation, 
87; suggestions to, 38. 

Chicago & Alton Railroad: abuses by, 
188; failure, 197; overcapitalization, 
61 


Coal: pooling, 51; substitutes for, 162. 
lorado, securities issues in, 186. 

Competition: advantages, 141, 149; 
disadvantages, 132, 161, 163; elim- 
ination 13, 22, 24, 41, 285; results, 
3, 126. 

Condemnation, elements in, 129. 
Congestion: causes, 42, 135; Pitts- 
burgh, 4; relief, 31; terminals, 36. 
Congress, powers, 23, 124, 147, 149, 

242, 249-50. 
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Connecticut, security issues in, 177, 185. 

Corway, THomas, Je. Railroad Se- 
curity Issues Under Government 
Operation, 111-20. 

Council of National Defense, resolu- 
tion, 16. 

Crennas, C. H. Documents and 
Statistics Pertinent to Current Rail- 
road Problems, 272-304. 


Decker, Martin 8. How could Na- 
tionalisation of Rate Regulation 
Best be Accomplished? 229-38. 

Delaware, security issues in, 177, 183, 
187. 

Denmark, railroad operation, 71, 160. 

Demurrage, charges advances, 39, 40, 
52, 121, 186. 

Depreciation: neglect, 128; provisions 
for, 54, 81. 

Director General of Railroads: ap- 


pointment, 14, 86, 273; Interstate. 


Commerce Commission and. 23, 123; 
orders, 51, 121, 277; powers, 23, 40, 
50, 121, 229. 

Discrimination: classification, 160, 210; 
Interstate Commerce Commission 
and, 225; evils, 219; removal, 122, 
211, 220. 

District of Columbia, security issues 
in, 168, 171, 175, 181, 184, 187. 

Dividends: stock, 182; guaranty of 
minimum, 148; increase, 87, 114; 
payment, 118, 274; security issues 
for, 181, 182. 


Embargoes, regulation, 137. 

EscH, Joun J. Regulation of Car 
Service under Government Control 
of Operation, 34-41. 

Equipment: existing, 29, 200-2; effi- 
ciency, 18, 111; increase, 20, 38, 45; 
pooling, 40, 234; special 41, 49; 
standardization, 39. 


Facilities: demand for, 56; efficiency, 
163; increase, 54; pooling, 12, 40, 135, 
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INDEX 


FAILURES AND POSSIBILITIES IN RAIL- 
ROAD RrzgGuLATION. T. W. Van 
Metre, 1-13. 

Fares, Great Britain, 48. 

FEDERAL CONTROL, STATUS OF Exist- 

. ING Ramroap Laws AND REGULA- 
TIYE Acnanoms  UNpEgR. Edgar 
Watkins, 121-4. 

FEDERAL CONTROL or OPERATION ` 
Has THE lMPORTANCE or FEDERAL 
VanuATION or Rarmnoaps BEEN 
INCREASED or LrsskNxEgD By. H. B. 
Whaling, 125-30. 

FEDERAL CONTROL OF RAILROADS IN 
War Tom. Max Thelen, 14-24, 

FEDERAL CONTROL OVER STATH AND 
IwrRRSTATE Rates, NECEBSSITY 
rog Excrusivm, Edgar J. Rich, 
214—228. 

Federal Railroad Board: advantage 
152; plans for, 145. 

— — —— Loan Bureau, proposed, 236. 

FEDERAL REGULATION OF INTRASTATE . 
Rares, THE PomrT Now HREACHED 
in tran. J. A. Little, 202-13. 

FEDERAL REGULATION oF RAILROAD 
Sxcunities, DESIRABLE COPE AND 
Mersop or. Max Thelen, 191~ 
201. 

Federal regulation: dangers, 156; legal- 
ity, 194; state and, 192, 193, 240, 
242. See also Goverinent Regula- 
tion. 

—— Securities Commission, recom- 
mendations, 195. 

FrNANCE, tae Tomorrow or. S. N. 
Patten, 257-271. 

Florida, security issues in, 185, 

France: interest rates, 89; locomotives 
for, 47; railroad operation, 15, 71. 


‘Franchise, capitalisation, 179, 199.. 


Freight: classifications, 
growth, 43. 

—— cars: foreign use, 48; movement, 
136; number, 26, 35, 38, 45, 47; 
pooling, 19, 41. 

— — rates, 85. See Rates, 


153, 159; 
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Georgia, security issues in, 168, 170, 
171, 175, 179, 185, 186. 

Germany, railroad operation, 15, 160, 
162. 

Government bonds: railroad stock and, 
88, 99; railroad stock and, 99. 

GOVERNMENT CONTROL OF OPERATION, 
REGULATION oF Can  SzmnvicE 
UNDER, John J, Esch, 34-41. 

GOVERNMENT CONTROL, PHYSICAL 
NzEDS oF THD RAILWAYS UNDER. 
Julius H. Parmelee, 42-58. 

Government guarantees: basis, 116; 
justice, 117. | 

—— control: advantages, 22, 24, 52, 
105, 140; duration, 81, 99, 119, 142; 
effects, 24, 41, 231; eende, 
115; Great Britain, 103; improve- 
ments during, 114; legal basis, 15, 
40, 272; necessity, 42. 133, 275; 
objections to, 86, 232; purpose, 273; 
precedents, 72; private ownership 
and, 80. 

GOVERNMENT OPERATION oF ÁMEBHI- 
CAN Rarmroaps. Chfford Thorne, 
84-110. 

GOVERNMENT OPERATION OF TRANS- 
PORTATION FACILITIES, PRECEDENTS 
ron PnrvATE OWNERSHIP AND. Delos 
F. Wilcox, 70-83. 

GovERNMENT OPERATION, RAILROAD 
Sucuriry lssuksS UNDER. Thomas 
Conway, Jr., 111-20. 

Government Ownership: Alaska, 80; 
arguments, 13, 132, 157; basis, 69, 
81; conditions, 250; economics, 102; 
Europe, 159; Federal Railroad Board 
and, 145; objection to, 9, 143, 231. 

— — regulation: future, 232; standards, 
236, 238; defects, 5. 

GOVERNMENTAL SUPERVISION OF RAN- 
ROAD OPERATION AFTER THE Wan, 
A SuaaESTED PLAN FOR PERMA- 
NENT. Alexander W. Smith, 142-50. 
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FOREWORD 


The development of the principles and methods of social case 
work has been a slow and almost unconscious evolution. Only re- 
cently have social case workers become articulate in the technique 
of their field. They have been such “deadly doers” that little time 
has been left to analyze critically the technique of the day’s work. 
Miss Richmond’s book, “Social Diagnosis,” is monumental not 
only because of its scope and scholarship but because it marks the 
beginning of that painstaking analysis of the methods and principles 
of social case work which must obtain generally before social case 
workers can call their chosen field a profession. Miss Richmond’s 
book deals exclusively with social diagnosis, treatment being 
omitted except in the sense that all diagnosis is a part of treatment. 
A volume on Social Case Treatment is therefore opportune, espe- 
clally in view of the urgent need at this time of an authoritative 
statement of the best thought and practice in the field of treatment, 
because of the many social problems incident to the war. While 
the war may have created no new type of socia] problems, it has 
increased them many fold and has given some entirely new settings. 
The inevitable dislocation of industrial life with its migrations of 
workers, the disruption of family life in many homes following the 
departure of the father or son for war service, the readjustment to 
industrial life of the soldier returning from the front, possibly 
crippled, or handicapped by blindness, all make a knowledge of the 
principles and methods of social case treatment of paramount 
importance. 

It is hoped that the present volume in addition to being of 
interest to the general reader will prove not only a reference book 
to which social case workers generally mav turn for new light on 
some of their oldest problems but that it will also serve as a store- 
house of knowledge based on tested experience for all Home Service 
workers and all those other workers, professional and volunteer, 
who have been drafted in the.ránks of social case workers because of 
the unprecedented demand for this type of work incident to the war. 
It should never be lost sight of in this connection that the problems 
of ‘civilian relief?' differ in no essentials from the problems which 
social case workers throughout the country have been meeting in their 
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day's work before the war and thai the methods of helping to solve 
them differ in no essential details from the methods followed in the 
past by the best of our case-working agencies. Human nature 
does not change over night nor during a war. The big problems of 
a widow's family are the same, whether the husband has lost his life 
in the military or incustrial army. The readjustment of a man to 
industria] life is muca the same, bə he crippled by a bursting shell 
or by a bursting fly wheel in the factory. Questions of care for 
orphaned children are much the same be the cause of their orphan- 
hood sickness and anxiety incident to war or death following occu- 
pational disease. 

While certain articles like that by Miss Hamburger on “The 
Cripple and His Place in the Community,” that by Miss Wright on 
“ Off-Setting the Handicap of Blincness”’ and that by the Director- 
General of Civilian Relief on ‘‘Soldiers’ and Sailors’ Families" may 
seem to have more diract bearing on the problems of the Home Serv- 
ice worker, it is felt that all the articles throw light on problems with 
which Home Service workers will sdoner or later have to deal. In 
fact the principles and methods of eocial case work are universal in 
their application. Not only is the corner-stone of all case work,— 
individualization of treatment,—revolutionizing the science of 
penology, but it is profoundly modifying our educational practice. 
Small classes, more frequent promotions, special classes for the 
backward and for the handicapped as well as the movement for 
industrial education, ell reflect the growing recognition among edu- 
cators of the principle of individualmation. Even in our home life, 
we must use this principle if we are to understand the developing 
life of our own children. Come wEat may in the future evolution 
of our social life, this principle will stand as vital, and the time and 
‘thought and patience that are put into this delicate work will re- 
ceive more and more recognition as the parent, the teacher and the 
social worker can show the results t at come from its application. 

A volume on social case treatment covers but a section, though 
an important one, of the whole fielc of social work. The unity of 
social work is such that the effectiveness of any program of social 
workers is materially affected by tbe quality of work done in any 
part of the field. All good social cage work has a double value. It 
not only makes possible work with a given individual or family, help- 

ing them to solve their own problems, but with its first hand knowl- 
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edge of social and industrial conditions and of the action and re- 
action of environment and heredity, it affords a valuable fund of 
information for scientific research and thus lays the foundation for 
effective propaganda looking toward the creation of an intelligent 
public opinion which is important for all wise legislation and essen- 
tial for all effective law enforcement. Social case work when well 
done is therefore not only constructive but preventive as well, both 
for the Individual end for society. 

The articles in this volume have been divided into three groups: 
those which afford an approach to social case treatment; those 
articles which discuss social case work with the physically or men- 
tally handicapped: and those articles which deal with social case 
work with the socially handicapped. The last article in the first 
group, “The Normal Family,” affords a perspective for all workers 
with family problems and so adds materially to the value ana unity 
of the volume. While there is no fundamental difference in the 
technique of social case work ad found in the various articles, they 
do exhibit some adaptations in case work technique that are of 
significance. 

Certain points of view characterize all or almost all the articles. 
The many references to the war show what a big place this cataclysm 
is occupying in the thoughts of all the writers. Almost all the 
articles breathe an impatience with the point of view that a social 
case worker's job is done when the individual or family in question 
has been helped. There is a sense of humility pervading the articles, 
though each is written by one chosen for his or her wide experience 
in social ease work in his or her particular field. The thought con- 
stantly recurs thet workers in each field are still breaking new 
ground. All the articles reflect a great truth which is constantly 
borne in on all social case workers but often missed by those who 
believe that any one panacea can remedy all our social evils. This 
truth is that the causes of our various social problems are exceed- 
ingly numerous, varied and complex, subtile-of analysis and diffi- 
cult of appraisement and that the solutions of these problems are as 
many and varied as the causes themselves. This may prove dis- 
quieting to some. It nevertheless remains true that there are few 
if any short-cuts in the field of the social sciences and that a sympa- 
thetic understandmg of the complexity of our social life is the first 
step in all real prcgress. 

Frank D. WATSON. 


THE OPPORTUNITIES OF SOCIAL CASE TREATMENT 


By KARL DESCHWEINITZ, 
General Secretary, Philadelphia Society for Organizing Charity. 


The door of the examining room opened and two young men 
came into the recruiting office, each with a slip of paper in his hand. 
They looked about uncertainly for a moment; then catching sight 
of an “information” sign, walked over to the desk which was thus 
labeled. The soldier who sat behind it glanced at the memorandum 
that the first man handed him. 

“You've a double hernia,” he announced. 

“Same with you," he added, turning to the second volunteer. 

“You can’t enter the army unless you have it fixed," he con- 
tinued, addressing both of the young fellows who apparently desired 
further information. 

“Here, I'll give you the name of a hospital where you can 
have an operation for nothing. If you weren’t going into the army 
it would cost you $120.” 

He scribbled the address upon the back of the memorandum. 

“Even if I wasn’t going into the army I'd have the operation. 
I wouldn’t go around with a thing like that for anything. Why 
you're liable to wake up some morning and find yourself dead." 

The soldier paused, but not long enough for a rpely. 

"here's nothing to the operation. I’ve assisted at hundreds 
of them in the military hospital. It doesn’t amount to much more 
than taking an anesthetic. I’ve seen men up and about in eight 
days. It won’t cost you a cent and if you want to get into the army 
it’s the thing to do.” 

The first young man looked at the second. “Come on,” he said 
and picked up the slip with the address of the hospital upon it. 
Together the two volunteers left the office. 

Admit that the soldier urged a course of action without hav- 
ing any fundamental knowledge of the needs of those whom he 
advised. Admit that his method of doing this was crude. He 
nevertheless was following a procedure that should be most sug- 
gestive for those who are interested in the development of social 
case treatment. 

2 1 
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The men came to him in a predicament. That is precisely 
what brings people to the case worker, whether the predicament be 
called trouble, distress, a situation or misfortune; whether it be a 
prison record, truancy, poverty or sickness; whether the case worker 
be a representative of the court, the children’s society, the society 
for organizing charity, or the hospital social service department. 

What the soldier did and what the case worker must- do are 
basicly the same. The soldier, first of all, told the men just what 
their predicament involved ;—they could not enter the army because 
they were suffering from hernia. Sezond, he pointed a way out of - 
-the diffieulty—the hospital. Third, he suggested various motives 
which might help the men to take that way. He appealed to their 
sense of economy, or rather to that fundamental desire to get some- 
thing for nothing which seems to be part of everybody—‘“If you 
weren't going into the army (the operation) would cost.you $120." - 
He aroused their sense of fear on the one hand—they might wake 
some morning and find themselves dead—and he allayed it on the 
other—the operation “doesn’t amount to much more than taking 
an anesthetic." Study of.&lmost any record of successful cage treat- 
ment will show & procedure similar in its rudiments to that which 
the soldier observed. ` 

Consider, for example, the predicament of the family of Herbert 
Jones. "They were without food. Nearly all of their furniture had 
been sold. Mrs. Jones and one of the children were sick. Mr. 
Jones was out of work. He had been arrogant toward his fellow 
workmen, so arrogant that the union to, which he had belonged was 
unwilling to help him. He was drinking heavily. He abused his 
wife and had been brought at least once before the Domestic Rela- 
tions Court. The case worker discavered that Mr. Jones was an 
extremely sensitive man who' craved friendship and affection. As 
often happens with such men his arrogance was the unfortunate 
result of fear of injury to his feelings and of his unconscious efforts to 
protect himself. He had taken to drink because he thought that in 
that way he could become a good fellow among tke men of the 
neighborhood. He abused his wife partly because of remorse for his 
intemperance and partly because he was jealous of what he thought 
was her too great devotion to two children whom she had had by a 
former marriage. 

The first step in treatment was to show the man and the woman 
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what was involved in their predicament. The case worker inter- 
preted the husband io the wife, helping her to see that the man's 
abuse and his jealousy were really caused by his affection for her 
Next came the suggestion that, were the source of irritation to be 
removed, the family life could become happy once more. The way 
out lay in an arrang2ment to have the stepchildren live with their 
grandparents, and tke woman's desire for a happy association with 
her husband provided the motive for doing this. 

With the man, treatment involved:a frank facing of the facts of 
hissituation. His baseless jealousy and the unpleasant effect which 
his arrogance had upon those who knew him were made plain to him. 
His predicament was himself. The remedy lay in a struggle against 
himself, The social worker offered him assistance in this struggle. 
His home would be reéstablished. His wife would be helped back 
to health. The union officials would be placated so that he could 
once more obtain work. The motive suggested to the man was the 
possibility of achieving the kind of family life and companionship 
among his fellows for which he longed. Accompanying this was 
the encouragement and the sense of assurance afforded by the in- 
terest of the case worker in his welfare. 

The method of treatment here was precisely the method of tne 
soldier in dealing with the two volunteers. First, the case worker 
showed the family what was involved in their predicament, second, 
she pointed to the way out, third, she supplied a motive. 

Often the steps in this method follow each other so closely as 
to render analysis almost impossible. Thus the realization of the 
predicament may furnish the motive. Again. the man or the woman 
may have decided upon the remedy but may need motivation; or 
realizing their predicament they may need both a way out and a 
motive to inspire them to take that way. 

A teamster who liked horses too much to want to learn how to 
operate & motor-truck, found himself reduced to such odd jobs of 
driving 88 he could £nd. Gradually he became accustomed to irreg- 
ular work until unemployment became a habit. He realized what 
was wrong but knew no remedy, and even if he had known one he 
lacked initiative cnough to lift himself out of his predicament. The - 
solution lay in a job on a stock breeding farm and the motive which 
led him to take this solution was the adventure of going to a new and 
a rural environment. 


4 THE ANNALS OF THE AMERICAN ACADEMY 


Although it may not always be necessary to show a man either 
directly or by implication the elements of his predicament it is essen- 
tial, of course, for the case worker to understand them. This means 
investigation, and after investigation diagnosis. The methad of 
investigation is well defined. The importance of the first inter- 
view, the value of seeing relatives, iormer employers, and the other 
factors in this phase of case work are admitted. Social workers, 
however, must do more than follow these steps. They must take 
them without for a moment forgetting that the end of investigation 
is diagnosis and that diagnosis is the beginning of treatment. Treat- 
ment depends for its success upon £n investigation conducted with 
this in mind. 

Diagnosis, moreover, is made primarily, it should be remem- 
bered, for the benefit of the person under treatment, not for the in- 
formation of the case worker. Here, again, inspiration and sugges- 
tion can be obtained from study of zhe methods of the medical pro- 
fession. The tendency among physicians, evidenced by the in- 
creasing stress which is being laid upon personal hygiene, is to make 
the patient understand his trouble m order that he may adjust his 
life so as to overcome his disease—cf course, with the help of what 
therapeutic or surgical assistance may be necessary. This also 
‘must be the method of soéial case treatment. 

The way out or the ways out which are opened to the family or 
the individual after they have been shown the implications of their 
predicament are really opportunities to develop the kind of personal 
equipment and environment that will enable them to reéstablish 
themselves. The job in the country was not the solution for the 
teamster who had acquired the ha»it of unemployment. It was 
merely the offering of a new environment in which he could reach 
the solution. The solution itself lay m the development of character, 
of the habit of industry, of a greater measure of initiative. The re- 
moval of the stepchildren to their grandparents and the obtaining 
of a job for the man who had been akusing his wife was not the golu- 
tion. He had had many different jobs before and conceivably the- 
stepchildren might have left his home without producing the desired 
result. The ultimate solution lay in his victory over himself. The 
job and the change in domestic arrargements served merely to pro- 
vide him a more favorable environment. 

The elements involved in securimg such an environment and in 
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making possible the development of a better personal equipment are 
as well defined as are the processes of investigation. They are 
health, education, mental hygiene, home economics, work, play, 
spiritual influence. These things are the means which the case 
worker uses in administering social treatment. They must not be 
considered as ends in themselves but only as influences in helping 
the family and the individual to readjust their lives. 

Case work agencies which in their annual reports list the num- 
ber of people for whom they have obtained jobs or hospital care 
tell only a small part of the story. Indeed, better case work is 
implied when a man secures employment for himself than when the 
social worker finds the job. The purpose that the job or the other 
element in treatment is to serve is the important consideration. 
Thus, a family is persuaded to move to another neighborhood in 
order that the oldest boy may be better able to resist the temptation 
to join a street gang. The boy is invited to become a member of a 
settlement club so that he may be provided with a legitimate outlet. 
to his desires. His mother is induced to take more care in the keep- 
ing of the house that he may find the home more interesting. The 
school teacher is asked to find what studies appeal most to the boy 
' in order that opportunity for development in a congenial direction 
may be given to him. These efforts are all designed to enable the 
boy to grow to be a useful citizen. They are not ends in themselves, 
desirable though they may be. 

Again, the administering of social case treatment does not mean 
that the case worker must fulfill the function of nurse, teacher, 
clergyman, or housewife.. To open the opportunity of healta to a 
man one need not be a physician or do the work of a physician. 
Recognizing the importance of health to the well-being of the in- 
: dividual, the cage worker’s task is to help the family to realize this 
also, and then if necessary to suggest the place where the essentials 
of health may be obtained. Similarly, the case worker by intro- 
ducing the clergyman or the friendly visitor endeavors to provide 
the spiritual and personal influence which her diagnosis shows that 
the man, or the woman or the family needs. It is not necessary for 
the case worker to be able to teach a housewife how to cook or to 
scrub. Case workers have scrubbed floors and cooked meals for 
families under treatment, but when-a case worker has done this it 
has not been for the purpose of teaching the family how to do these 
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things but for the influence which such an action might have upon 
her relationships with the household. 

This must not be understood zo be an underestimating of the 
importance of health, education, mantal hygiene, work, play, home 
economics and spiritual influence as ends in themselves. To obtain 
them is so important that more and more attention must be focused 
upon them if social case treatmen; is to realize its opportunities. 
Indeed, it is most desirable that effort be made to change the method 
of recording case work in order tha; the need for these things may 
be emphasized even more clearly. Porter R. Lee has criticized the 
case record as being too much a diry of how the case worker has 
spent her time and too little a statement of facts upon which treat- 
ment is being based. It mightwell be rearranged so as to segregate 
the various steps that are necessary to develop the personal equip- 
ment and the environment of the family under care. Thus the case 
worker in looking over the reports of her work would be able to see 
at a glance whether or not the neec for work, play, health, and the 
like had been supplied. 

The opportunities which may make it possible for the individual 
to readjust his life having been po_nted out to him there remains 
the last element in-social treatment—motivation. Often the strong- 
est motive operating upon a man ie the misery of his own predica- 
ment. This motive may be the knowledge that someone cares, 
that there is someone interested in seeing him make good. There 
is not one of the myriad impulses which influence men to action 
that the social worker is not called upon to use. The supreme art 
of treatment is knowing what motive to use in a particular situation. 
Perhaps the best preparation for a proper choice at such a time lies 
in a study of the daily experiences that mark the course of case work. 
What is it, for example, that caused a femily to become self-support- 
ing after years of dependence on the gifts of neighbors? Why is it 
that a man who has been a drunkacd since his youth suddenly de- 
cides not to touch alcohol egain and holds to his decision? What 
has caused a woman who has neglected housekeeping to take a new 
interest in the care of her home? What induced the truant to re- 
turn to school, the deserter to support his wife, the consumptive to 
go to the sanatorium which he had been resolved to see no more? 
Study in other fields should also prove suggestive. Whatever voca- 
tions have to do with the art of dealing with people can make a con- 
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tribution to case work. The teacher, the neurologist, the student 
of the psychology of behavior, the salesman will all be of help. 

Perhaps of these the art of the salesman seems to be the most 
rernote from that of the social worker. Yet the underlying philos- 
ophy of his method is the same as that of the person who is trying 
to help families. ‘The salesman’s effort is to make the prospective 
customer conscious of his need of the article that isto be sold. Hev- 
ing created a demand, or if one exists already, having called atten- 
tion to it, the salesman shows that his goods will fill that demand. 
Tken he clinches his order by giving reasons why the customer 
should buy, and buy immediately. Thus he uses the predicament, 
sometimes artificially constructed, the way out and motivation. 
The psychology of salesmanship has indeed many suggestions ior 
the case worker. One suggestion, however, it must not have. 
That is the conception of compulsion. The salesman is obliged to 
bespeak his goods with all the energy at his command. He wants 
the customer to take his, t.e., the salesman’s way out. The case 
worker, on the contrary, does the best work when, having faced a 
man with the facts of his situation, she urges him to plan his own way 
out. Only when the man is unable to suggest a plan of his own does 
the case worker propose a remedy. When possible, she suggests 
several remedies so that in making a decision the man has a choice. 

Moreover, the days when the case worker forced her opinion 
upon a family are passing, if indeed they are not already past. Is 
not the use of discivline in the withholding of relief often a confes- 
sion of the inability of the worker to suggest motives that will 
encourage & man to act for himself? The best social case worker i8 
she who has the greatest faith in people and in their right to make 
their own decisions. The more nearly motivation becomes not a 
forcing of the will of the case worker but an inspiration and en- 
couragement by her to the man after his decision has been made, 
the more it approaches the true ideal of social case treatment. 

The art of social case treatment, then, is threefold. It starts 
with making clear to the family or the individual the nature of the 
predicament and what that predicament involves. It continues by 
showing a way or ways out of the trouble and it concludes by appeal- 
ing to the motives which will help the person to decide to master his 
predicament and to carry out that decision. 

The opportunities for social case treatment lie in the recognition 
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that such a thing as social case treatment exists, and that it is for 
the purpose of social case treatment that investigation and diagnosis 
are made. The development of social case treatment depends 
largely upon the interest with which case workers analyze their own 
work and profit by experience in allied fields. They may, indeed, 
learn much from such examples as that set by the soldier in the 
recruiting office. His success, crude and unpremeditated though it 
was, i8 suggestive for the future of social case treatment. 


CASE WORK AND SOCIAL REFORM 


By Mary Van KLEECKE, 


Director of the Women’s Division, Industrial Service Section, 
Ordnance Department. 


The case worker is authoritatively defined as one who plans 
different things for different people. The social reformer, con- 
sidered as one concerned with movements rather than individuals, 
aims to secure an identical benefit for an entire group. The case 
worker fixes attention on the individual. The social reformer 
devotes hig energies to the conditions of the community. In in- 
terests, Immediate purpose, method, and even in spirit and phil- 
osophy, the two would seem to be far apart. Far apart they some- 
times seem to each other. The social reformer accuses the case 
worker of blindness in attending exclusively to the immediate task 
ahead,—patching up his neighbor’s affairs without changing the 
conditions which have caused his misfortunes.. To the case worker, 
on the other hand, the social reformer seems sometimes to be a 
dreamer, thinking about a changed order and neglecting the people 
who now suffer from it, and who must be reckoned with in an effort 
to change it. ' 

To the outsider these distinctions would probably seem to be 
a mere quibble, lacking in significance, or at best merely a portrayal 
of contrasts between two types who must together make up a 
world. To the social worker, however, it frequently becomes a 
practical question how most wisely to proportion the emphasis 
given to the mass movement and to the individual in trouble. In 
social work as a whole, if we may view as a whole so diverse and com- 
plicated a set of activities, a fruitful relationship between the two 
types of effort is a practical necessity. The case worker must be 
blind who can see no possibility of social and organized effort to 
change the conditions surrounding one individual after another 
whom he aims to help. The social reformer who does not draw his 
conclusions from the actual experience of individuals is in danger of 
being an unsafe guide in social action. 

Granted, however, the necessity for a two-fold view of the indi- 
vidual and the mass if progress is to be made, practical questions 
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arise as to how this relationship can be achieved. The word ''co- 
operation” is not enough. Its terms need analysis in connection 
with the concrete tasks which the social case worker, or a re- 
former of conditions, has set for himself. Two of these large tasks 
may serve as illustrations,—the public health movement and 
industrial reform. Certainly sickness and a low standard of living 
would be regarded as giving rise to a large proportion of the prob- 
lems of the social worker. 

Est Health, or the lack of it, has made necessary the care of the sick 
as individuals, institutions caring for groups, official departments to 
protect the community, educational campaigns to train individuals 
in the care of their own health, and bodies of laws establishing safe- 
guards, or controlling conditions, such as quarantine regulations or , 
sanitary codes. The social and economic effects of sickness have 
resulted in plans for health insurance, which marks a new phase of 
effort in the health movement. The health movement in its social 
aspects is a part of social work, broadly conceived. In its medical 
aspects it affords an illuminating parallel. Medical research is to 
the practicing physician what social research should be to the case 
worker. Individual experience should be both a source of informa- 
tion and a- goal of effort. Facts gathered in daily practice may be 
the basis of laws which in turn are a guide in daily practice. The 
case worker is both an observer and a practitioner. The social 
reformer may be a research student studying the laws of social re- 
lationships or a propagandist,—a practitioner for communities 
instead of for individuals. 

The health movement, like other social effort, has three main 
branches: research for the discovery of knowledge; education, in- 
cluding the training of individuals and the dissemination of knowl- 
edge; and reform, or the change in conditions producing disease. 
It is significant that neither the case worker nor the social reformer 
would wish to be denied a share in any of these three branches of 
effort. Each of them, too, has its starting point in individual ex- 
perience, while the individual is the final test of achievement of the 
ends sought. 

The effort to prevent tuberculosis is a good illustration. Medi- 
cal research showed this to be a disease curable and preventable 
largely through education of individuals and through control of 
their environment. Thus its cure and prevention are essentially 
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tasks for the joint eiforts of case workers and social reformers. 
Certainly organizations concerned with individuals and families 
have had an important share in the development of general educa- 
tional work, and in the establishment of sanatoriums. On the 
other hand, social reform in relation to the prevention of tubercu- 
losis, wh:ch we think of as including both public education and 
efforts to improve working and living conditions, has established a 
certain fcundation for case workers. 

In tae prevention of tuberculosis, however, as in all other 
public health work, neither case workers nor social reformers have 
finished their tasks and it is the unfinished task which challenges 
them to more united 2ffort. Tuberculosis is essentially a disease 
of poverty, fostered by under-nourishment, by congested quarters 
for living, by long hours of work, by dust in workshops, by lack of 
fresh air, good food, and exercise. The accumulated experience of 
all the case workers, if it were really to be made to appeal as it 
should to the public imagination, would be an irresistible force in 
changing for the better the present conditions of life and work. 
One reascn why the task continues to be unfinished is that the 
individual experience is not made to count as it should in social 
reform. 

l The same lack is illustrated in industrial reform, and the many 

obstacles in the way of its accomplishment. It is a temporary 
or permarent inability to maintain a normal standard which con- 
stitutes the characteristic problem of the case worker. Thousands 
of case wcrkers in many parts of the country are trying to see the 
way out in this problem as it recurs day after day. It is met in 
good case work by the establishment of new relationships for the 
individual. or the vitalizing of old ones, and by & general sharing of 
burdens, as well as by a new stimulus to the individual. The ap- 
portionmeat of burdens, however, is not always clearly appreciated. 
The time is not long past when charitable societies and relatives 
bore the whole economic burden of industrial accidents. Now in 
many states, in Workmsn's Compensation Laws, it has been recog- 
nized that industry must meet the consequences of its own hazards. 
Health insurance is advocated for the same reason,—to bring about 
& more jus; apportionment of burdens. 

The significant fact about health insurance in relation to this 
discussion of case work is that case workers have contributed so 
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little to the movement, either in the way of warning or reinforce- 
ment. Full realization of what sickness means as a cause of pov- 
erty should have led long ago to a far more effective organization of 
the community for preventing sickness and for dealing with its 
results. On the other hand, the case worker, with -a knowledge of 
all the complicated factors which are involved with sickness as a 
cause of poverty, could check too great optimism as to the prob- 
able results of any one plan of reform. The case worker can con- 
tribute information to social reform, and to this end careful records 

and frequent and regular interpretation of their meaning are ob- : 
viously necessary. But case workers can contribute something 
much more important and somewhat rare,—a constructive imagina- - 
tion. Just because they deal so constantly with real conditions, 


they may be in danger of growing accustomed to them and forgetting 


any possibility of change. Case workers cannot be content with ` 
accepting the established standards of the community, if they 
are to contribute their share of planning and acting to bring about 
desirable changes. But the social reformer in contrast must be 
watchful of a tendency to forget that a plan is not enough, and that 
it must bear some relation to established standards dn the accus- 
tomed habits of mind in the community. 

The war, with the violent changes which it odoin in na- 
tional life, demands the constructive imagination in social work. 
The goals of effort in the past seem, to be swept away. Those | 
whose work has been the precise carrying forward of a program are 
aghast at the apparent destruction of the things for which they have 
struggled. Change in purpose which becomes inevitable seems to 
be a compromise in principle. Rehabilitation of family life is now 
opposed by the nation itself, whose demands show a claim greater 
than family life. Social reform seems to be a mockery when all 
effort for individual welfare must now be subordinated to the 
national good. Yet a new conception of the national good and a 
new organization of forces for achieving it, may be the great op- 
portunity for a new conception of individual welfare,—the im- 
mediate interest of the case worker, and community welfare,— 
the goal of the social reformer. 


THE NORMAL FAMILY 


By MancanzgT F. ByiNGTON, P 
Associate Secretary, American Association for Organizing Charity. 


There is in history nothing more dramatic than the persistence 
for uncounted generations, througa changes in industrial life, 
through experiments ard failures in political organization, through 
the growth, decay and rebirth of reigions, of the essential family 
unit— 

- “Ch ’im and ’er and it, 
Our blessed one in three.” 


as Kipling phrases it. There has been variation enough indeed in 
the relation between the man and the woman, a relation which has 
sometimes been considered purely temporary, sometimes eternal. 
Underneath all these changes, however, we find the persistence of 
the essential bond, the physical dependence of the child on the foster- 
ing care of the mother and the reliance of both on the greater energy 
and courage and physical freedom of the father for protection and 
for sustenance. 

The fgmily as a unit has indeed functioned in many ways dur- 
ing these centuries; it bas been the religious unit, especially in an- 
cestor worship, the father serving as priest; it has been the prop- 
erty holdirg unit to which the night of inheritance was limited; it 
has been the industrial unit, the household forming & coóperative 
enterprise; it has been the educational unit, the custodian of the 
earlier experiences of the race; it has provided for the physical 
nurture of the child. It has varied in form and in légal status, 
moulded by changing industrial, social, and religious life. It has 
likewise be2n a factor of great value in securing stability of progress, 
on the one hand by preserving the traditions and experiences of the 
past, and on the other, by securing within the shelter of the home 
the chance for greater variability. If we are to understand the 
modern family we must see it in its relation to this historical.devel- 
opment. By noting which characteristics of family life have per- 
sisted through these changes, which have weakened and which 
grown stronger, we get a truer idea of what does, indeed, constitute 
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a “normal family.” In other words we shall not identify the “nor- 
mal family" with the ideal family or with any one of the varied 
types of family life now existing in our own country. We shall 
attempt rather to express it in terms of certain fundamental personal 
relationships and habits of life and thought, which have char- 
acterized family life throughout its history. 


PRIMITIVE FAWLY LIFE 


Students of the family have disagreed widely as to what was 
probably its earliest form. Their theories have been based on his- 
torical documents which throw light on early family history or on 
reports of conditions among present day savage tribes. But even 
these sources are difficult of interpretation. We do not, for in- 
stance, know whether modern savage tribes are not degenerate 
rather than primitive groups; whether in fact, as Mrs. Bosanquet 
suggests, they did not fail to advance in civilization just because 
they had not developed a sound form of family life. 

There seems to be, however, a growing tendency to agree that 
the primitive family, in all probability, resembled somewhat the 
unit which exists among those apes which are closest to man in : 
type. The meat eating animals find little advantage in group 
activity since hunting, to be successful, must be carried on by in- 
dividuals. So we find among certain apes, a very simple family 
unit: the female caring for the child during its period of weakness 
and helping to provide food by seeking roots, nuts, etc., near the 
home; the male, possessing freedom and greater energy and mobil- 
ity, providing the main food supply by hunting, and serving as 
protector to the female and her young. This probably indicates 
the status of the primitive family, a temporary union, but one which, 
while it lasted, presented already those elements which have always 
constituted the basis of family life: the protection and care of the 
weak, the provision for physical maintenance. the joint sense of 
responsibility for the children. In other words, even this elemen- 
tary family life had a psychological as well as an economic basis. 

The great significance in the development of the human race of 
even this simple family unit has been stressed by Prof. John Fiske. 
The willingness of father and mother to sacrifice personal freedom 
for the care of their offspring made possible the prolongation of the 
period of infancy. While a chick can begin scratching for its own 
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food a few hours after it emerges from the egg, the human child can- 
not even feed itself for many months, and is now forbidden, by law, 
to try to earn its living for fourteen or sixteen years. This slow 
process of growth makes possible the variation on which progress 
depends; it gives time for education, so that each generation may 
begin its active life equipped with the knowledge won by its for- 
bears, instead of beginning over again where they began. Out of 
the prolongation of infancy in the shelter of family life, civilization 
has been made possible. 

The way in which this simple, un-self-conscious group devel- 
oped into our modern family is too long and complex a story even 
to outline in such a paper. I would emphasize the fact, however, 
that for these who are doing case work, the history of the family, 
and its charging status possess genuine significance. 

We may think of this development from two angles. Viewed 
externally it is a social and legal institution, comparable in impor- 
tance to our governmental institutions, having prescribed forms 
and functions. Viewed from the inside, 1t forms the intimate back- 
ground of tae life of every individual, the most vital force in his 
personal development. 


Tse FAMILY AS AN INSTITUTION 


First lez us consider a few of the factors which have influenced 
the development of the family as an institution. As far back as 
history records, and in practically all of the present savage tribes, 
marriage is considered in some degree a matter of social concern. 
The fixing of the degree of kinship within which marriage may take 
place, the formal rites which accompany it, the limitation of the 
rights of divorce, are evidence that it was never considered a purely 
personal affair. Custom, religion, and law have all been invoked as 
means for securing a stable family life against the explosive force of 
personalities which refuse to be held by any tie. 

The increasing legal control of marriage probably followed the 
development of private property on a large scale, since this made it 
necessary to arrange for the control of the wife’s property and to 
determine tke legal status of the heirs. Property rights have had 
more to do than moral standards with the attitude of the law toward 
the illegitimate child. Nevertheless, these legal sanctions, even 
though based on no higher motive, did stabilize family life during a 
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period when it might have been engulfed by the tide of lax moral 
standards. i 

Another stabilizing force has been the attitude of religious 
teaching toward the family, every great religion having sanctioned 
some form of the marriage relation. The family has a peculiar 
significance in those nations whose religion is that of ancestor 
worship since on the rites performed by his descendants depend the 
man’s happiness in his future life, not for one generation only, but 
for an indefinite future. In the development of the Christian 
church, marriage came to be looked upon as one of the sacraments 
and an indissoluble bond. This has, of course, been one of the: 
strongest elements making for stability in the modern family. 
Since the separation of church and state, the civil law has regulated 
marriage though the religious service still serves to strengthen the 
sense of the sacredness of the marriage tie. Families, moreover, 
tend to maintain a joint religious life and in “mixed marriages" the 
difference in religious faith is a potent source of instability. l 

The present variations in divorce laws in our different states 
simply indicate the general questioning state of the public mind as 
to how permanent this bond should be. It is, nevertheless, 
clearly established that the family is so important a social institu- 
tion that the law must at least control the conditions under which 
it may be created or dissolved. The reality of family life, is, of 
course, based on something far deeper than legal regulation. As 
Dr. Goodsell phrases it, ‘‘ Marriage grew out of the family, not the 
family out of marriage." The law will sanction but cannot create 
a genuine family life. Marriage has always, as now, nevertheless, 
been considered a matter not solely of personal, but also of public 
concern and control. 


Tus RELATION OF PARENTS AND CHILDREN 


Not only the relation of husband and wife, but also that of 
parents and children has been influenced by legal and social stand- 
ards. From the beginning, the family had its bond in the weakness 
of the child and in the simple feelings of affection and responsibility 
which that evoked. Naturally, however, this affection, which was 
instinctive not reasoned,, died as the weakness which called it out 
was followed by strength and incependence. Observers seem to 
agree that some sort of concern for the welfare of the child exists 
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among savages while the children are little, though, with their quick 
passions, they are often unnecessarily cruel to them. 

Later, the relation of parents and children became a matter of 
legal definition. In patriarchal times and in the Roman and Greek 
families; we find that the child was really considered a chattel sub- 
ject to his father’s will; that no individual had any standing before 
the law except as part of a family group; that absolute power for life 
or death often rested with the father who was also priest and judge. 

This tradition has, of course, given way until modern law 
restricts in many ways tae rights of parents over their children, yet 
also calls for increased responsibility on the part of the parents for 
giving their children proper training. An enlightened court, for 
example, wil take a child away from his parents’ control if they- 
persistently fail to provide a publie school education or badly needed 
medical care. The training of the child is now considered a matter 
of joint concern on the part of state and parents, the former requir- 
ing the latter to live up to the major responsibilities for its welfare. 
Law, whick formerly buttressed the family as a property holding 
unit, is now concerned rather with its educational and cultural value. 

This change in the law’s attitude toward the responsibilities of 
parents for their children is in part the crystallization of a new ideal 
of parenthcod. 

In lool:ing back on primitive life, we perceive a great reversal 
in the relation of parents to their children. Aside from the feeling 
of personal affection children were then consciously desired mainly 
for their service to their parents; now parents center their efforts 
and ideals on the future of their children. In the early family chil- 
dren were desired because, economically, they were an asset, either . 
in the household and industrial activities of the family, or later, as 
wage-earners; religiously because there would be no happy life after 
death unless there were children to carry on the ancestor worship. 

Now, a man struggles to earn enough to give his children op- 
portunities for education and for development which he missed. 
We are even attempting to restrict marriage to those who are capable 
of passing on a sound physique. The modern family is more and 
more centering its emphasis on the future of the race. It is, how- 
ever, well for us as case workers, to realize that this is a recent change 
in the angle of vision and that especially on the economic side the 
old attitude still persists. 
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Tue NumrURE or Camp Lim 


A social worker who is & grandmother said to me the other day, 
“I resent it so when people speak of children as a burden, they are 
the great joy of life. I often think that the very poorest of our 
families have in them the elements of the greatest joys,—the love 
of man and woman and the presence of little children,—if they only 
knew how to take advantage of them.” 

Out of this interest and this joy in caring for children in their 
weakness and watching that weakness grow to strength, family life 
came into being, and has persisted. There is hardly a home so de- , 
graded that the spark is not there. Yet the question is not infre- 
quently raised as to whether the family is the best place to train a 
child or whether substitutes more intelligent cannot befound. Cer- 
tainly, experiments with the care of children indicate that in infancy 
at least, children need mothers of their own. Institutions, however 
scientific, apparently cannot give the infant just the kind of per- 
sonal attention that it needs, as their high mortality rate indicates. 
“ Mothering” is of value to the delicate little mechanism. 

As a child grows older, it seems physically less dependent on 
family life, as witness the fine development of many boys who go to_ 
& boys’ school in winter and boys’ camp in summer. It may be 
doubted, however, whether such geod physical, care can be given 
anywhere nearly as cheaply by such institutions as in a good home. 

But it is for the other factors of home life, its educational value 
in & broad sense, that no substitute has been found. We shall indi- 
cate some of the ways in which the home provides essential training, 
the practical education, the growth in self-control and self-sacrifice, 
the sense of values. Because there are two parents, the family 


‘gives the valuable influence on both boy and girl of both man and 


woman. It provides the normal contact between one generation 
and the next. : 
Economic INDEPENDENCE 


In the first place economic coöperation within the family has 
provided some of its greatest educational opportunities ever since 
that first primitive group that persisted because of the need of 
mother and child forfood. During the patriarchal period the family 
reached perhaps its maximum of economic self-sufficiency: the head 
of the family surrounded by his wives and children and servants, 
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together tending flocks, weaving and dyeing the wool, raising their 
simple agricultural products. Even when agriculture was devel- 
oped and people settled upon the land, so that this family group had 
to break up into smaller units, each unit tended still to live on the 
products of its own toil. With the development of industrial life 
economic continuity in family life remained, since the sons tended 
to take up the father’s occupation. In the medieval guilds, for 
instance, entrance into a particular skilled trade was usually open 
only to sons of the guild members. 

ollowing the ''industrial revolution," however, changes in 
family life have come with an upsetting suddenness. The old tasks 
of our mothers have dropped from our hands and we are not always 
wise enough to find new ones to take their place. The father often 
has no trade, no sense of being anything but a cog in the industrial 
machine. The son does not tend to follow his father’s footsteps?” 
the son of the farmer becomes the city magnate and the son of the 
immigrant day laborer enters a profession. “The family is now a 
genuine industrial unit cnly in agricultural districts where women 
and children have a part in production as well as in consumption. 
The sons, too, often stay on the farm until they are ready to marry, 
and even continue to work with their father after that, and to in- 
herit the farm on his death. This state of affairs is, however, by no 
means universal, and the abandoned farms of New England now 
taken over by Italians and Slavs show the extent to which the op- 
portunities which you development offers have destroyed this 
family tradition. 

The normal family is still, however, the economic unit, in that it 
has to spend only that which it earns. The pay envelope takes the 
plade of the harvest. Family coóperation is expressed now in terms 
of joint spending rather than of joint production, the family pooling 
its income and meeting therefrom the varied needs of its members 
for food and shelter, clothing, recreation, etc. That this economic 
self-sufficiency has persisted throughout the history of the family 
indicates that it bears an essential and continuing part in the devel- 
opment of family life. 

It is, in the first place, essential because of the inevitable weak- 
ness of childhood and the burdens which it entails. An occasional 
woman, who has a profession, like writing, that can be done on part 
time, can carry it on all through her married life, but the rank and 
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. file of business and working women must give up wage-earning dur- 
ing the years when they are bearing and rearing children. The old 
condition which was the initial factor in creating the family, still 
holds good, namely, the dependence of .the mother and the little 
children on the freedom and strength of the man. Nor to those of 
‘us who believe in family life, is this an unfortunate relationship. 

t is a sharing of responsibility and of work, which is the foundation 
for mutual-respeet-and-devotion. If our minds were set clearly 
enough on the significance of childhood there would be less stressing 
of the inferior condition of the woman, since hers is really the more 
important task, and the most valuable contribution which the man 
makes is to the training of the children, the wage being from this 


point of view only a means to an end, the preservation of family life/ 


(I am not raising here the question of the stimulating effect on 
women of business and professional opportunity or of the wisdom 
of remunerative work before and after the period when their children 
need them.) "ue 


To return to the economic problem as such. The normal 


family will depend on its own material resources, pooling the major 
part of the earnings of the various members of the family &nd pro- 
viding from this fund the necessities for the life of the family. Will- 
ingness to make mutual sacrifices and the power of adjustment to 
others’ needs grow out of this necessity for sharing in the Income 
and subordinating one’s own desires to those of the family as a 
whole; the oldest son who works at a thankless task that his younger 
brothers may go to college; the mother whose chief enthusiasm in 
spending is to see that her daughter has pretty things; the child who 
is willing to carry his lunch in a box to save for records for the family 
victrola are fearning self-discipline. A child who goes out into the 
world with this standard and habit of mind is not going to become 
thé citizen who goes into politics for what he can get out of it. e 
economie problem of the family thus provides one of ita really edu- 
cational opportunities.) It is almost a truism that the absence of 
this realization of the relation between income and expenditure and 
the lack of this willingness to subordinate personal good to the needs 


of the group is one of the great weaknesses in the development of 


the n child. 
There is certainly a steadying effect on expenditure when the 
family’s income is the result of the family’s labor/ What we have 


/ 
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earned we treasure and, counting its value by the effort it cost, we 
want to get a corresponding value when we spend it. Income not , 
produced by the work of individual members of the family never 
has this significance. In this as in other ways the family is the’ 
school for solving the practical problems of living. 


^ 


EDUCATION IN THE Home 


The family has indeed always been the most important factor 
in the education of the child. : 

In primitive times, the family circle was also the school. The 
Indian boy was taught by his father the wood lore &nd the skill in 
hunting and fighting which was the accumulated wisdom of many 
generations; the little girl was given odd bits of leather and a por- 
cupine quill with which to imitate her mother as she made moccasins. 
Through this practical education, the parents passed on the knowl- 
edge and the skill of the race. As tribal life developed the elders 
instructed the boys in their special cult. Little by little, as the 
amount of human knowledge increased, it became necessary to have 
wise men to pass that knowledge on. Yet not until the time of 
Christ were there among the Jews, for example, any schools outside 
the home, the family and the church being the only educational 
institutions. 

Indead, it is only recently that the western nations have pro- 
vided free schooling for all children. Even in parts of our own 
country school attendance is not compulsory so that large numbers 
of children still find in the home their only opportunity for educa- 
tion. Knowledge in any theoretical sense becomes then the prop- 
erty of the few, but in the home is offered practical training, father 
passing on to son the Enowledge of his craft, and mother to daughter 
the secrets of household arts. 

There is perhaps no other feature in which modern life in Amer- 
ica is sc changing this family tradition. The Montessori school 
takes a child at four; the out-door school keeps him for play time 
as well £s for school time; the domestic science department trains 
the girl in the home duties for which apartment life and the increas- 
ing number of domestic servants give her no opportunity at home. 
In our own earlier rural life there was a simple and complete division 
of task between school and home; home training in all the practical 
aspects of life through work on the farm and in the home, and the 
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“three Rs" at school. A college president is quoted as saying that 
he went to school for three months and had.nine months left for his 
education. Now our schools are trying to combine the two in an 
educational system which has tremendous opportunities, but which 
nevertheless, needs to be adjusted to home life. The “visiting 
teacher" has shown the importance of individualizing the home 
background of the children if education is to be made really effective. 
In spite of the increase in the scope of the school curriculum, 

the home still provides training in many of the most important 
aspects of our lives. I read with interest two contrasting deserip- 
tions of boy life in rural communities: ‘Pelle, the Conqueror," the 
story of tbe neglect, the coarse surroundings, the hard work that, 
fell to the lot of a boy brought up on a little island off the coast of 
Denmark, and the “Son of the Middle Border," Hamlin Garland’s 
story of his boyhood in the middle west. They vividly portray the 
difference in the content of life resulting when the home, as in the 
latter case, provided a background of love of music and of books, of 
intelligent interest in the things of the dey. 

Formal education can, it is true, overcome the lack of such a 
background, but for most children the whole future trend of thought 
is given its direction by the habits, the interests, the ideals, formed 
in these impressionable years. The home is still a most important, 
if not any longer the chief educational institution. Since the child 
learns in this school by imitation rather than by formal instruction, 
it is doubly essential that the home life be one which he may wisely 
imitate. | 

Tum Vanum or Two PARENTS 


- The part which family life has played in the development of 
personality, in the more gubtle relationships of individuals, is diffi- 
cult to trace, as it lies so far beneath the surface. The early instine- 
tive feeling of tenderness for the weak is at the basis of the altruism 
which now plays so large a part in our community life. In the days 
when every one outside the family or the clan was an enemy, con- 
cern for the welfare of others could be developed only within this 
narrow family circle. Later, as these emotions grew in strength 
and as men were brought into closer contact with those outside this 
circle, this concern could be carried over irto, and modify, the new 
relationship. This affects both parents and children. 
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On the one hand, as Professor Tufts points out, the responsi- 
bility for treining children has had a definite effect on the develop- 
ment of the moral code. Individual moral choices may result from 
a more or less unconscious acceptance of customary standards. But 
in order to teach children what they may do and what they must 
not ‘do, a mich more defnite conception must be evolved not only 
of what is right and what is wrong, but of the reasons for that choice. 
The necessity for answering that ever-recurring, “Why?” of child- 
hood, has helped to change a purely customary morality into one 
which is conscious and reasoned. 

Conversely, of course, it is in the home that the fundamental 
attitudes toward moral and social values are acquired. Here, as in 
many other aspects of family life, we see the importance of having 
two parents The child learns from the mother those tenderer vir- 
tues of sympathy and self-sacrifice which have become synonomous 
with mothe-hood, from the father standards of courage and self- 
reliance. _ These virtues do exist in the homes of the poor as those 
know full well who have entered at all intimately into their lives, 
and are essential everywhere to the development of sound family 
life. 

We recognize this in the abstract but we often fail to see to it 
that the family lives under conditions that make this personal in- 
fluence possible. ‘Too great a burden put on the mother’s shoulders 
will break down her patience—we all get irritable when we are tired 
—and then she ceases to be a stimulus to the child. Case workers 
should see that mothers sre given a chance—a chance for recreation 
alone or with the children; decent clothing so that they can keep 
the respect of their children; and help in accepting American stand- 
ards. The settlements are wisely trying to interest children in the 
traditions of the ‘old country" and to teach them to appreciate the 
beautiful handicrafts. There is nothing more dangerous than the 
breakdown of the mother’s influence with the older children which 
often accompanies poverty. In proportion as the mother’s life is 
well rounded and possessed of varied interests will she be able to 
train her children. 

But there is another parent and he too has an influence. No 
family is normal without a father to provide the contact with the 
outside world, the stimulus, the sterner virtues. The increase in 
juvenile del:nquency in both Germany and England since the war 
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began bears out this conviction. Case workers need to face this 
fact more clearly, and recognize that where this influence is absent ` 
a substitute for it must if possible be provided. During the war, 
for instance, it might be possible for the Home Service workers to 
interest the stay-at-home men in serving, in so far as an outsider 
can, as godfather to some soldier’s boy. 


EMOTIONAL CONTENT 


If moreover, the family is to provide this essential training it 
must, we feel, not only be economically independent; it must have 
.8 genuine emotional background and it must have stability. Two 
emotional elements have been woven:together into the texture of 
family life: the original sex impulse drawing together the man and 
woman, and the instinctive love for the child. Not only were they 
essential for the creatioh of the primitive family; they have been 
dominant elements throughout. They have modified each other, 
the sense of joint love and care for their children being probably the 
strongest factor in maintaining a permanent relationship between 
the man and the woman, the love of father and mother for each 
other influencing their attitude toward their children. (There is a 
noticeable difference in this respect in the attitude of parents to- 
ward adopted children where this emotional content is absent.) 
Without this emotional background serving to cement family life, 
the inevitable antagonisms and conflicts that must occur at times 
in any group living in such close contact would often cause its 
disintegration. 

This may seem obvious, yet it again needs stressing in a con- 
sideration of the family for case workers. Do we consider enough 
how absolutely fundamental this emotional element is in maintain- 
ing family solidarity? Just as an illustration,—we are dealing with 
the family of a non-supporting husband and we urge the wife to 
take court action in order to force the man to resume his financial 
obligations. Do we always consider whether this is not going to 
destroy absolutely the emotional factors in the family life and do we 
consider it a last resort not a first one? Obviously we must, at 
times, utilize this means to bring a man to his senses, but do we 
often enough stop to ponder on the relative significance of emotional 
stability and economic independence? Do we often enough utilize 
the man's instinctive devotion to his children as a means of grace? 
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It is perhaps unnecessary to say that there may be at the other ex- 
ireme an overstressing and sentimental attitude toward the relation 
of man and wife and children. Books, however, like “The Poor 
Man's Houses," and Miss Loames, “The Queen's Poor,"! indicate 
that there is throughout modern industrial life & sound underlying 
devotion and joy in family life on which we should more largely 
depend in femily planning. It has, it is true, a physical and in- 
stinctive basis, but on that very basis, a genuinely spiritual struc- 
ture may be reared. 

It is, moreover, another element in family life which we must 
especially reckon with Just now. Tremendous emotional &djust- 
ments are necessitated by the departure of the soldiers. The ex- 
periences in Canada in which intemperance and immorality are 
unfortunately not infrequent among wives of soldiers, heretofore 
women of irreproachable character, show what utter breakdown 
may result from this change in the emotional content of life; the 
substitution on the one hand, of strain and anxiety for the sense of 
assured protection and genuine comradeship, on the other, the 
sense of new freedom from control. 

If we are to be truly helpful in tangled family situations we 
must reach a sympathetic understanding of the emotional elements 
involved and attempt either to strengthen normal relationships, or 
where that is impossible, reckon the effect on the whole life of the 
family of the absence of this fundamental factor. 


FAMILY STABILITY 


That & stable family life in which the child may secure its physi- 
cal and moral development is necessary, is a conviction probably 
accepted by all case workers and one which is in our opinion borne 
out by the whole history of family life. If we believe that the mut- 
ual dependence of family life has been an important element in the 
growth of morality; if ve believe that practieal edueation in the 
home is valuable; if we see in the home a place for the nurture of 
spiritual life, we must recognize that permanence is essential. 

(There is, however, a change in the conditions which have kept 
the family stable. Some of these conditions were the economic 
usefulness o7 the family group, its relation to the holding of prop- 
erty, its religious significance. Of these, the second, the necessity 


! See especislly the chapter on “Husband and Wife.” 
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for safeguarding property rights, has probably been the largest 
factor in creating legal safeguard for the family group. Yet, in. 
this country, property rights have almost ceased to be & factor in 
maintaining family unity,—in fact, in the propertied class divorce 
ig very frequent - 

Since these earlier safeguards of family integrity are weakening, 
it behooves those who believe in its value to use every means to 
strengthen it through the development of its educational and cul- 
tural activities. 


THE NORMAL FAMILY 


We have attempted to sketch in outline certain elements in the 
complex history of family life and the forces which have molded it. 
The significance of this development to the case worker seems to 
me twofold. 

We talk rather easily about “restoring families to normal liv- 
ing." We shall be more likely to achieve this without harm to the 
delicate fabric of family life if we see the family as a growing, devel- 
oping unit of which its present form is only a stage and realize the 
process by which it has arrived here. We need to know the extent 
to which the father has been priest as well as provider; the family 
the center for moral and secular education; the way in which local 
customs passed on by the family have formed the basis for much of 
our morality and common law. With this background of under- 
standing, we shall be keener to study “‘our families," not simply as 
economio units, failing to function, but as the complex basis of the 
moral and spiritual life of the individual members. That surely 
adds to the complexity of our task, but adds also to its significance. 
Some other economie adjustment of human life is entirely possible, 
and has been portrayed delightfully in many of the Utopias, with a 
purely individualistic and transient relation between men and 
women and with the children provided for through public institu- 
tions. (But the family has been not only the economic unit but the 
largest single factor in the development of the altruistic and spiritual 
factors in life, que for the stimulation of these elements a substitute 
is hard to fingi: 

In the second place it lays upon the case worker the necessity 
for studying the reaction of industrial and social changes on family 
life. We are more self-conscious than our ancestors and more keen, 
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therefore, to watch the results of our own social experimentation. 
The thoughtful study of individual families will indicate the extent 
to which modern social institutions foster or destroy the proper 
functioning of human life. Through skilful observation of family 
problems we will find the sanest background for a developing social 
program. ] 

Case WORK AND THE FAMILY 


There is need, moreover, that we recognize the elements in our 
communities whieh tend to break down this normal family life. 
That it has tremendous vitality 1s indicated by its survival through 
all the vicissitudes of history. But that in individual cases it does 
fail to function is too obvious to need stressing. Sickness, inade- 
quate wages, bad housing, intemperance, immorality, all these and 
many other iaetors break down this finely adjusted institution. 
Some of these are factors outside the family itself, for which the 
community is responsible, and which must be removed by com- 
munity action. More and more we recognize how many times 
family breakdowns may ultimately be traced back to unwholesome 
external conditions such as these: a tenement so small that there is 
no place for real family gatherings; a father whose hours of work 
are so long that he cannot share his children’s lives; an income too 
small to make joint recreation possible; these and many like factors 
nullify the truly educational possibilities of the home. It certainly 
is a task for those of us who believe in the value of this family unit 
to study ever more searchingly the conditions which tend to 
lessen its value in the development of the child and to endeavor to 
overcome them. 

In addition there will always be the task of trying to help re- 
establish as nearly as may be, the homes where family life has failed 
to maintain itself either because of external conditions or because of 
an internal breakdown Every home so reéstablished means a 
sounder background, a better training for each child in it, so that 
our task has genuine social significance. It is, nevertheless, a task 
which will be approached in humility of spirit, if we realize of how 
varied and subtle strands normal family life is woven, and how deli- 
cate is the task of so readjusting them that they will form the perfect 
pattern. 
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OFFSETTING THE HANDICAP OF BLINDNESS 


By Lucy WRIGAT, 
Associate Director, Boston School of Social Work. 


The present stringency of the. labor market has opened up 
opportunities for the present, at least, for use of handicapped labor, 
as never before. Among returned disabled soldiers it is so probable 
that there will be a certain number of blind men, that the govern- 
ment has already prepared a plan for their reception and special 
training. It is especially worth while, then, at this time, to try to 
formulate some fundamental principles of social case work in read- 
justing industrially men handicapped by blindness. 

Foremost among these is the principle that all the work must be 
work with and not for the blind. If the “give and take” relation is 
the essential working basis of all good case work, it is doubly so in 
work for the physically handicapped. It is quite usual for blind 
amen to ask: “Will you see what you think of my case?" A man 
of rare ability with oncoming blindness may put this to you: “I 
have a year, they say, before I shall be totally blind. I expect you 
people to tell me how to use that year to the best advantage." 
Another may say: “I am willing to do my part, but I cannot man- 
age alone against such heayy odds. What will society do about my 
case? "! 

If we are to work intelligently with the blind we must first find 
the man behind the handicap. That is, I believe, the only hopeful 
basis on which it is possible tc equalize his chances in such a way 
that he may make the contribution he has to make to society, 5e it 
small or great. To find the man behind the handicap is not, how- 
ever, 80 simple a program as it may seem. 

There are, first of all, certain obstacles in the minds of the rest 
of us. Blindness is a very obvious handicap. , We who are rela- 
tively whole cannot help dwelling on what is gone rather than on 
what is left in others. It takes a blind person to say, as one cheer- 
ful, successful blind woman said to me, “ Why, it’s not the fact that 
you're blind that counts, but only how you take it!" We sighted 
ones even “speak up loud” to people who wear smoked glasses, so 
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vague is our concept of what may be going on behind those glasses, 
in the mind of the person who simply cannot see with his eyes. We 
do not trust and understand the intellectual life without sight or 
the use of other senses as well as that of sight, and so we class to- 
gether men who cannot be classed together in any other respect 
than that of the physical handicap they suffer in common. 

The very existence of organized work with the blind from nur- 
sery to special work shop, encourages the tendency to lump the blind 
in & class. The best efforts of the best workers, blind and sighted, 
have not been able to offset the danger, and will not be unless, at 
this moment, when a share of the world’s attention is turned to the 
physically handicapped, we succeed in “putting over” some such 
idea as I have suggested. 

This ides will not be particularly pleasing to those among the 
blind and their sighted champions who believe that blindness is in 
itself a qualifization for special consideration for it cuts right through 
the whole exploiting design. It removes the basis for either emo- 
tional or exc_usively political handling of the industrial affairs of 
the blind. Without doubt the most serious obstacles to the devel- 
opment of a vlan of work with the blind, on what a blind man has 
called “the something for something" basis, as against the “‘some- 
thing for nothing” basis, lie in tendencies of both blind and sighted 
supporters of this cause to exploit the situation of the blind for 
emotional end political values rather than to develop it on the basis 
of a reasonable efficiency. This is regrettable, not only on eco- 
nomic grounds, but because it puts the blind and work with the 
blind on a false, unstable and temporary basis, and cannot, in the 
long run, bring them happiness and usefulness. Emotional exploi- 
tation is usually the fault of the sighted. Political exploitation is 
more often the fault of the blind, and the measure of success or 
failure of werk with adults depends very largely upon the leader- 
ship in this respect within these two groups. — . 

. The great advance made in every department of social work in 
the direction of tests and estimates of individuals has greatly im- 
proved the quality of social case work with the blind. 

This is illustrated in the department of education of blind 
children, by the work of Robert W. Irwin in the public schools of 
Cleveland, Ohio. Heré we see the prospect of equalizing chances 
in life for physically handicapped children, not only by giving them 
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equal opportunities with sighted children, but by sifting within the 
group the sub-normal from the sound and training them appro- 
priately. These are first steps. The principle needs only to be 
carried further in work with adults, and made to cover character 
as well as mental and physica. tests, until we acquire a basis for and 
skill in estimating the possibilities cf individuals, in time to be of 
service to them and to the community. One example of a move in 
the direction of this testing-out principle is illustrated in work.for 
adults, under the Massachusetts Commission for the Blind, by the 
. effort to use home-teaching of the blind as a preliminary try-out 
before shop training. This plan makes occupation therapy a test, 
if not a step, in pre-vocational training of blinded adults. 

The need for securing a real basis for social, case treatment of 
employment problems of blind men by coérdinating the various 
lines of effort in adult work througk some such central agency as 
state commissions or federal boards has been forcibly illustrated in 
the plans worked out for disabled soldiers in various countries since 
the war. The program includes orderly use of curative occupations, 
vocational reéducation if necessary, and placement in accordance 
with ability, whether in competitive industry, home occupation, or 
subsidized shop. Such an orderly technique presupposes coördina- 
tion of forces in the industrial service of the blind, not on a basis of 
philanthropy, but of public educational and vocational service. 

It must never be imagined that the principle of “finding the 
man behind the handicap” wil. minimize the amount or expense of 
work to be done. It is only a means of finding out what are & per- 
son’s potentialities for the sake of reasonable economy, efficiency 
and, most important of all, for the happiness of the handicapped. 
This plan for individualizing may, on the one hand, be regarded as 
a protest against the unnecessary and harmful expedient of “trying 
to make a silk purse out of a sow’s ear." A thinker with a scientific 
mind points out that this attempt, too common among social workers 
in what are still pioneer days, not only taxes the worker and defeats 
its own purpose, but too often cestroys the possibility of a perfectly 
good pig-skin purse. It may, on the other hand, be regarded as a 
protest against the waste and unhappiness resulting from misuse of 
fine minds and natures in inappropriate work. This is felt most 
keenly in observing the lives of well-trained, intellectual blind 
people, for whose good energies society with its prejudices furnishes 
no outlet in effective work. 
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Individualization of the handicapped involves continuous 
recognition of the difference between those who are and those who 
are not capable of industrial aid. It involves distinctions among 
the forms of industrial aid, but requires always the same underlying 
principle. Society says to the handicapped man, “You keep up 
your end in proportion as you can,—we will keep up ours in propor- 
tion as is necessary, in order that you may make the contribution 
that is in you, be it little or much.” This is the “something for 
something proposition” which must lie behind every form of indus- 
trial aid for the blind. To carry it out we need (1) to work out an 
orderly technique of social case work that is as acceptable and 
understandable to a handicapped man as to the sighted worker with 
the blind; (2) to provide by way of background a campaign of 
education reaching family, neighbors and employers in every 
community to which disabled men return, whether they are the 
victims of disease, industrial accident or war. 

The difficulties of finding the man behind the handicap are 
many and various. It may be that he can be discovered early by 
some very simple touch. On the other hand it may take years to 
find the man behind the handicap, and then his contribution may be 
so slight that the subsidized shop may be obliged to meet him not 
only half-way, but more, if he is to “‘do his bit." 

' The fact that a physically handicapped man finds himself in 
the almshouse is no proof that he lacks skill and character. But it 
is well to try by actual test whether he has skill with his hands, as 
well as to make sure whether he has the force of character to stand 
up in the community. Raising of false hopes is one of the unkind- 
nesses to 5e guarded against in all work with the handicapped. 
The temptation is great. For the almshouse population, the visit- 
ing home teacher who by actual try-out can test the mind and skill 
of hand of the individual, and form a just estimate of his character, 
is an essential part of a safeguarding plan. Through such a worker 
we make occupation therapy and pre-vocational testing a reality in 
work with adults. Massachusetts has been especially fortunate in 
her state home teachers (blind), and one among them has an especial 
gift for finding the good human qualities that lie behind the handi- 
cap of blindness, as well as the ability to read with the fingers and 
learn simple manual processes such as netting and basketry. The 
following is her own account of such an instance: 


Pa 
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Another man, formerly at the State Farm, was there because while trying to 
earn a living at canvassing, after losing his sight, he had been robbed of his wares 
by a dishonest guide. He placed himself in the poorhouse, and had been trans- 
ferred to the State Farm, where I found him. In the four months of instruction 
he learned to read and write Braille, to cane-seat and pith-seat chairs, and make 
rake knit bags. He was sent to a workshop in April to learn broom making, and 
before his vacation in August, had also learned to weave coarse rugs. He is now 
completing his apprenticeship, and will shortly find a place among the blind wage- 
earners. He has made since July first about fifty rake net bags and sold them, 
receiving between forty and fifty dollars for his work. ! 


Then there is the man who meets you more than half-way. 
You are being tested rather than he. How can you help him con- 
tribute all that is in him to give? This kind of man is healthy, in 
mind, body and spirit. He simply lacks the use of one sense- 
- organ. He requires no long period o? readjustment. He masters 
one hand process after another. He had trade-training behind him 
before he lost his sight, and is confident that he can, with backing 
and special equipment, follow his old vocation of florist, in which he 
has had twenty years experience. Your job as a social case worker 
is with possible employers and backers, and not with the blind man. 
It is not a question if he will “keep up his end," but whether society 
will keep up its end. You must prove by actual experiment, and 
you can do it only with the aid of some florist of standing, that this 
man can actually do without sight the processes he did with sight, 
and that there will be a market for his labor, if he is provided with 
the necessary capital and tools with which to work. The story of 
how this particular man developed a greenhouse, with crops of | 
chrysanthemums, tomatoes, mushrooms, etc., and of how, when the 
fuel shortage compelled him to close down, he turned successfully to 
competitive factory work cleaning boboins in.& worsted mill, is full 
of interest,—but what I have told is perhaps enough to suggest the 
variation in peace problems of employment of blind men. 

- The variation among disabled soldiers promises to be in some 
ways greater, in others less—less, because the men are already 
sifted by certain mental and physical tests before they go to the 
front; greater, because of the chances of other physical handicaps 
in combination, perhaps quite different from those appearing in 
problems of civilian life. Greater, too, because among officers and 
men, this disability, may cut across we know not what range of men 


1 Massachusetts Commission for the Blind, 11th Annual Report 1916-1917. 
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of talent. The plans so excellently carried out at St. Dunstan's, 
England, for soldiers disabled by blindness, and the carefully laid 
plans for American soldiers who may be so disabled, all provide for 
curative occupation earlv. Visitors from St. Dunstan’s go to the 
blinded in hospital wards early “for good comradeship.” Al of 
the nurses, including the superintendent, in some of our base hos- 
pital units have voluntarily equipped themselves with knowledge of 
principles and practice of occupation therapy, and the government 
has laid careful plans for each succeeding step to the point where 
the handicapped individual comes back to live out his life in the 
community. 

Canadian experience tells us that the principle of helping & 
man back to his former vocation holds in 90 per cent of cases of all 
disabled soldiers in Carada. Only 10 per cent need complete re- 
education. Placement takes on a new aspect when the country can- 
not afford to lose the lebor of a fraction of a man. Work for the 
handicapped is transformed, and it is for us to see that the basis of 
transformation is brought over permanently into our community pro- 
grams. Only ignorance of the true possibilities for individuals, and 
the dangers of emotional and political exploitation stand in the way. 

In the meantime, for the worker with individual cases, there are 
suggestions out of past experience that may be helpful. The in- 
formal use of some simple classification, in arranging all the facts 
about the man and the situation may help both the man and the 
social case worker to face things together. Dr. Southard’s discus- 
sion of classification in his course on Social Psychiatry at the Boston 
School of Social Work this winter has stimulated many of us to put 
in more orderly shape half-crystallized ideas and methods in social 
case work. The plan outlined in the footnote for rearrangement 
of all the facts in the situation is one we are in process of trying 
out at the School both asa help towards making a plan and getting 
at larger implications.2 It presupposes that all the necessary facts 

? Social Diagnosis, Social Case Work and Problems of Puy Stability, Bal- 


ance or Adjustment in situation of Unit: 
Individual Classification of information about -— 
i. Self Defeczs Powers 
Physical, viz. 
Mental, 
Psychological, 
Character, 
(epparently) 
4 


34 Tum ANNALS OF THE AMERICAN ACADEMY 


have been gathered and recognized, and that only questions of actual 
diagnosis and treatment remain. It seems to be most helpful in the 
matter of proportions and emphasis. Thé individual as unit, and 
the offsetting of defects by powers are perhaps the most important 
points about it in relation to the blind. 

In speaking to various groups this winter, students and giler; 
it has seemed to me tbat it was more important to direct them to 
acquaintance with the life stories of handicapped. individuals—in 
fiction (when truly interpretative), in biography, autobiography 
and in fact—than it was to dwell on points of special technique, in the 
education and employment of the blind. Nothing will replace this 
knowledge. The part of the blind in work with the blind has been 
its characterizing feature from the start. Often the best thing you 
can do for a newly blind man is to put him in touch with some other 
man who.has been through similar experiences, and worked out for 
himself a recognized place of usefulness and a philosophy of life. ` 
For suggested reading, to prepare the mind for ‘what blindness is 
like from the inside out," & short list is given below. Many 


2. Relation to immediate environment and to others. 
Environmental ' Defects Powers 


Diagnosis: 
Self-adjusting Requires interference 
Temporary—Continuous—Permanent 
Prognosis: 
Helpable from point of view of 
‘Treatment: 
Social Implications. 
: s SuacEsrED RBADING 
Keller, Helen, “The World I Live In.” l 
Montague, Margaret P., ‘Closed Doors." (Stories of blind and deaf children.) 
Duncan, Norman, “The Best of a Bad Job." Harper's Magazine, 1912, p. 412. 
Hawkes, Clarence, “Hitting the Dark Trail." 
Holt, Winifred, “A Beacon for the Blind.” The life of Henry Fawcett, the blind 
postmaster-general of England. 
The Outlook for the Blind, a quarterly magazine in ink print devoted to the interests 
of work for the blind in this &nd other countries; edited by Charles F. Camp- 
bell, Columbus, Ohio. 
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more might be given. These are selected because they seem to me 
to help towards imagining what life in the dark may be like. The 
titles, even here, often stress what is gone, like “Closed Doors" 
and “Hitting the Dark Trail.” Two suggest both sides of the 
case in quite a remarkable way,—‘‘A Beacon for the Blind" and 
“The Outlook for the Blind.” The two most genuine and help- 
ful titles to me are “The Best of a Bad Job" and “The World I 
Live In.” “Closed Doors" and: “The World I Live In" do not 
relate to employment problems of men, but they, perhaps, set you 
right, at the start, better than any others. 

To summarize briefly, there are seven suggestions towards 
helping to find the man behind the handicap that seem most im- 
portant to “put over" at this time. . They are the following: 


1. Acquire confidence in other senses than those of sight. 

2. Try to understand the real possibilities of intellectual life without sight. 

3. Consider character as well as economic values. Professor Amar has made 
thie point very clear in saying, “The mutilé possesses always a perfectly 
utilizeble capacity for some kind of work. . . . . Hemay actually 
compensate for hie physical defect by an active good will, which in- 
creases his social value. This is a psychologic fact which must be turned 
to advantage.” 

4. Help tke handicapped to measure themselves, not only against the handi- 
capped, but againss all those with whom they must compete. 

5. Make plans for offsetting handicap on the basis not of "something for^ 
nothing" but of “something for something.” 

6. Test tha facts to be faced with some simple classification that can be talked 
over by you and the blind man together. 

7. Look for your inspiration to the lives of the blind themselves. 


General Reading with references to the blind:— 

Recalled to LAfe, an English quarterly, devoted to the care, re&ducation and return 
to civil life of disabled soldiers and sailors. 

Reconstruction, monthly builetin, Military Hospitals Commission, 22 Victoria 
Street, Otzawa, Canada. 

Shairp, L. V., ‘‘Refisting Disabled Soldiers, a Lesson from Great Britain." The 
Atlantic Monthly, Marca, 1918. 


THE CRIPPLE AND HIS PLACE IN THE COMMUNITY 


By Amy M. HAMBURGER, 
Formerly Assistant and Associate Director, Cleveland Cripple Survey. 


For many generations the cripple has occupied a rather obscure 
place in the community, and has not had sufficient chance to share 
equally in all opportunities offered to normal children and adults. 
It is true that many individuals representing various organizations 
have been interested in the cripple and have helped in securing 
proper medical treatment for both crippled children and adults in 
some communities and limited educational advantages in others. 
Yet they have been unable, because oi very apparent and justifiable 
reasons, to interpret to the community the real individual behind 
the handicap. 

However, through industrial accident boards the needs of the 
adult cripple have become increasingly more apparent. As a re- 
sult of recent infantile paralysis epidemics some of the immediate 
and pressing needs of children have also become apparent, stimu- 
lating in the community & deeper interest in both these groups. 
Although industrial accidents and infantile paralysis,—both serious 
causes of crippling eonditions,—have increased the total cripple 
population, the community has not been aroused until the present 
time, to take any active steps in carrying out a constructive pro- 
gram, thus indicating their recognition of the significance of this 
group in community life. 

Now, because of the war, the care of the returned crippled 
soldier forces the community to immediate action. Already, plans 
for his medical care, for educational, vocational, and industrial 
opportunities are well organized. Everything is being done to 
assure him of a permanent place in the normal life of the community. 
As a prospective idle dependent he is realized to be an undesirable 
citizen, so every chance for expressing himself in the kind of work he 
is best fitted for, by education, training, and physical condition, is to 
be open to him. It has even been said that a plan for some read- 
justment of the Workmen’s Compensation and Liability Act is to 
be made, thus releasing the employer from the extra rates of in- 
. surance, —an expense incurred by employing handicapped labor. 
36 i 
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All this means that the industrial world will be open to him and it 
is for him to choose his place. He will not have to face an un- 
kindly and prejudiced community because of a slight physical dif- 
ference. Such has often been the fate of the peace-time cripple. 

These new developments, naturally, have an indirect influence 
upon the future of the peace-time cripple. They assure him that 
the cripple will no longer be judged by his slight physical differ- 

ence, but by what he can offer to the community. It is true that 
` many peace-time cripples have lived out their lives heroically and 
successfully and are holding positions of responsibility. ‘This means 
that they made the most of the chances that came their way. Sto- 
ries are often told of the successful individual cripple but such stories 
have never been accumulated in any available form that might 
serve as an inspiration and guide to other cripples, and to interested 
persons in this field of work. 

At a meeting in Boston a member of the Committee on Voca- 
tional Training for Disabled Soldiers in discussing their work said 
that, at the very beginning of work before definite plans were made, 
they had asked for such material. They wished to know what crip- 
ples have been doing all these years; whether they had been suc- 
cessful in large numbers; if so, whether cripples with the same type 
of disability showed any tendency to follow any particular line of 
occupation; and whether they had been successful in that. Such 
contributions would have been invaluable as a guide. They soon 
learned, however, that information of this kind was not available 
in this field in the United States; therefore they were compelled to 
look to France and other allied countries for advice. 

Social agencies, institutions, or whatever may be the type of 
organization working with cripples are the natural sources to look 
to for whatever information may be had about this group. It is, 
however, true that they are working with a limited number of 
cripples in their field and can, therefore, judge of their limitations 
and abilities by highly selected facts only. “Unfortunately, it is 
the many varieties of human failures which come as a grist to the 
social worker's mill and diagnostic studies are essential for the deter- 
mination of what can be done by this or that treatment of the 
human meterial at hand."! For lack of time and funds it has not 


1 “ Psychology and Social Case Work" by Dr. William Healey, National 
Conference of Social Work, 1917. 
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been the custom to diagnose an entire field of workK—such as crip- 
ples—in order to get a background and learn from those who have 
no reason to come to the knowledge of any of these sources. At 
once the question might be asked if this is a feasible plan and if it 
has ever been tried.? 


Tan CRIPPLE SuRVBY IN CLEVELAND 


For such information it would be well worth while to look to 
the City of Cleveland, Ohio, a typical American city, which has 
made a diagnosis of its cripple problem and so knows all its cripple 
children and adults, their failures and their successes. 

A group of persons, representing five different types of agencies, 
working with cripples were interested in child welfare work; the 
general condition of the handicapped; and the industrial chances of 
‘the handicapped. Having reached a stage in the development of 
their work where it seemed impossible to serve the community and 
cripples helpfully’ unless they could obtain some further light on 
their particular problem they too looked about for information on 
cripples in general, but could find nothing available in the United 
States. At this point they were advised to diagnose the entire 
problem in their city in order to get a clear idea of what had been 
done and whet was needed. This seemed a colossal task but plans 
were soon under way for a city-wide house-to-house canvas, includ- 
ing both rich and poor. It was to be a democratic survey in every 
sense of the word and looked to the living sources of the community 
to contribute their share to make it a successful undertaking. 

The social agencies of Cleveland, at first, thought that they 
surely knew all the cripples in their city. But after trying out a 
fairly typical section of the city, they were convinced by the results 
that they had in the past judged the problem by limited groups. 
The same proportions of new cripples—65 per cent unknown to 
social agencies—were found by the surveyors in all districts. A 
larger proportion of unknown crippled adults was found. This at 
once suggested that the adult cripples are not the dependents that 
one is led to think. It is so easy for the uninformed public to judge 
the entire crippled population by the unfortunate cripple who may 

$ “Education and Occupations of Cripples, Juvenile and Adult,” by Lucy 


Wright and Amy M. Hamburger, Published for Welfare Federation, Cleveland, 
Ohio, by Douglas C. McMurtrie, New York City, 1918. 
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wish to spend his life selling shoe-strings and pencils on the street 
corner because he finds it profitable to do so. In the whole city 
about 150,030 families were visited and the total number of cripples 
recorded, including those known to social agencies, schools, hospitals, 
homes, almshouses, etc., was 4,186. 

The response from the cripples themselves was most gratifying. 
When they were asked to contribute from their successes or ex- 
periences in life, to the encouragement and inspiration of others 
similarly crippled, or to tell the obstacles to be overcome before the 
cripple could be assured of any encouragement, they most graciously 
and Joyous.y responded. Some were amazed that they should be 
considered cripples, even though they were without an arm or leg, 
or perhaps seriously crippled as a result of infantile paralysis. They 
had never considered themselves handicapped in any sense. 

I remember well my visit to a man who had lost his right arm 
to the elbow and who was actually amused at being considered a 
cripple. His home was in a very respectable neighborhood of de- 
tached cottages. In response to my knock a man’s voice bade me 
come in. I entered a large sunny kitchen, where this cripple was 
busily “‘weshing up,” as he called it, for dinner. He continued 
while he asxed me who I was, where I came from, the purpose of such 
8 Survey, and the source of the financial support of such an under- 
taking. He emphatically said he wished to be connected with no 
philanthropic scheme. I explained everything from the purpose to 
the source of finances including the names of our committee mem- 
bers. As i finished he said, “I call that a fine piece of educational 
work, for vou are not only learning about us but you are teaching 
the people of Cleveland that we are not an idle, begging lot, but 
men and women like the rest of you, with your good qualities and 
your failings, and that we want the same chance. We want you all 
to Bee us a8 we are,—real men and women with a slight physical 
difference but the same otherwise, and able to hold our own with 
you if given the chance." He then invited me to join his wife in the 
living-room where he told me his story. 

He was one of a large family, whose parents were respectable, 
hard-working people. After graduating from grammar school, feel- 
ing the necessity of earning money and having a marked mechanical 
interest, ha decided to learn the machinist’s trade. Unfortunately 
at the age of 24 years,—he was then a skilled steamfitter,—he met 
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with an accident which resulted in the loss of his arm. The com- - 
pany made no settlement, as they considered the'accident due to his 
own carelessness, and as he could not continue in his present work 
"he grit his teeth" and determined to use his savings for “educa- 
tional help." He took a special course in mechanical engineering 
in a technical college, which he soon realized was beyond him be- 
cause of his meager preparation. But he was not easily discouraged 
and went to an institution in a distant city where he took a course 
in mechanical drawing. At the completion, in a year,:he asked to 
be given a chance in their workshop; they at first refused but later 
consented to employ him. Here he did all kinds of drafting. After 
a few years he went back to his home city, studied to be a first-class 
marine engineer, got his license and applied for a job. From now 
on he met his greatest obstacles. Unconsciously he had & habit of 
putting his disabled arm in his pocket and often was on the point of 
securing a much desired job, when the arm would as unconsciously 
come out of his pocket and the possibilities of work were gone. One 
day in sheer desperation, after being refused many times, he re- 
turned to one employer and said, “How do you know what a one- 
armed man ean or ean not do? You have never hired one. Why 
don’t you hire one and give him the chance to show what he'can do? ? 
He was hired, &t his own risk, as first-class engineer on one of the 
lake boats, where he remained for about 15 years. He earned $175 
a month. Because of his \wife’s ill-health he recently gave up 
his work. He, however, carries on a small business as automobile 
repairer and installer of heaters. He can handle all kinds of tools 
and do all the necessary processes of wor in both jobs with the ex- 
ception of cutting pipes. 

^ In discussing the problem of ose he gave from his own 
experience and good judgment much helpful advice. Among other , 
things he said: 


Don’t judge all cripples by the loafers on the street corners. They are usually 
80 from their own choice, or ill-advised help of their friends, and often would be 
just the same if they were not handicapped. Don’t make us a separate class. We 
are the same as the rest of you. Judge us by what we have left, not by what we 
have lost. Put aside philanthropic schemes but stand ready to give us helpful 
advice when we are first disabled. This is the time we need it and need the right 
kind of friends. Steer us into the right occupation. Tell us about others who 
have been successful. Provide educational opportunities and training for children. 
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This successful cripple, with his fine philosophy of life and 
determination of character was & type of many men and women 
constantly being found through this survey. Consequently, the 
first definition of cripple: “A person whose muscular movements 
are so far restricted by accident or disease as to affect his capacity 
for self-support," was gradually abandoned and the purpose of the 
survey became: “To discover the economic and educational needs, 
capacities, and possibilities of children and adults in Cleveland who 
are handicapped because they lack the normal use of skeletal or 
skeleton muscles.” This latter made it possible to carry out the 
original plan of making it a democratic survey. 

As a result of suca a broad purpose, the types of handicap con- 
sidered were many, from loss of two or more fingers or a thumb,toa 
combination of most disabling conditions. This brought the work 
into a varied field of occupations,—so varied that there seemed to be 
no prevailing type of crippled persons following one special line of 
work. It is interesting to know that among 3250 persons over 15 
years of age including 400 housewives, who were considered self- 
supporting, 58 per cent were employed and they represented every 
known disability recorded. 

These industries and occupations were carefully classified in the 
hope that some further light might be found about the choice of 
occupations of the one-armed, or armless cripples; the one-legged 
or legless cripples; the cripples with other kinds of disabling 
conditions. However, the successful cripples most obviously 
adapted themselves to the type of work they were qualified to do. 
Three armless men were found following three distinctly different 
lines; one is a beggar, spending his time on the street corner; the 
second, a street peddlar who, with reins about his neck, drives a 
small team through the streets; and the third, a judge in the Dis- 
trict Court who wrote his bar examinations holding a pencil between 
his teeth. This is his only method of writing because his arms are 
amputated close to his shoulders, thus preventing the use oi arti- 
ficial arms. 

Among the legless cripples were: a beggar of fine physique, 
unfortunately, undisciplined in youth, sitting in the hotel doorway, 
asking alms under the pretext of selling gum, and averaging from 
$15 to $30 a week, according to his mother’s statement; a successful 
stenographer employed by a real estate company, earning $17 a 
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week; a successful salesman in the employ of an artificial limb com- 
pany earning $100 3 month, who said he could run and dance like a 
normal man, although to the keenly observant person, a slight limp 
and slight stiffness of one limb could be detected. There was also 
the skillful cartoonist with a congenital paralysis of one arm, and a 
defect of one leg, whose entire life has been as much like that of a 
normal person’s as his judicious parents could make it. So unac- 
customed was he to thinking of his handicap that he was almost 
startled when he was informed by his mother that she had reported 
him as a cripple to the surveyor. He dances, swims, play tennis 
with one hand, and enjoys the usual activities of the normal man. 

These are merely types of innumerable cripples visited in this 
survey. Each is different, showing clearly character defects and the 
variable mental attitude that plays such an important part in direct- 
ing the failures or successes of the cripple in the economic world,—as 
important & part as his physical disability and in some cases more. 

Of the total number at work 54 per cent were earning a living 
for themselves. Over one-half of this number were supporting 
themselves in addition to others. Only a small number of those 
unemployed were receiving industrial pensions, which immediately 
raises the question as to whether industry is bearing its just burden 
in relation to the number of accidents. 

The number unemployed, of course, was greater among those 
having the heaviest kind of handicap although large numbers of 
those with serious disabilities were at work. The man with double 
elub hands and club feet illustrates the latter type. His parents 
were Polish immigrants who were illiterate and who never learned 
to speak English. This man was the oldest of 21 children born in a 
remote town in Kansas. Although his parents realized his deform- 
ity, no doctor was consulted until he was about five years old—his 
mother had a midwife at birth. As his father was a laborer earning 
$1.10 a day, the doctor’s price was beyond their means, and no 
further medical advice was sought. Until-12 years of age he was 
dragged about in a cart by his younger brothers and sisters. About 
that time the family moved to Cleveland. A shoe-maker in the 
neighborhood offered to make shoes for him which would enable him 
to walk. He also taught him to make his own shoes, which he does 
to this day. From that time he was no longer dependent, and, best 
of all, he could go to school, an unexpected but longed-for joy. Be- 
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cause the family. income was so small, he felt after five years of 
schooling that he must go to work. During this time no suggestion 
of publie hospital was made to him or to his parents by teacher or 
neighbors. Therefore, with practically no use of his hands, selling 
newspapers seemed the only opening. 

He is now 35 years old, and with the exception of a year when he 
tried the experiment of keeping a cigar store which was not a prof- 
itable business venture he has sold papers on a street corner. He 
has also some regular customers in office buildings. Both parents 
are dead and he is the support of a sister and two children, and two 
young sisters whom he hopes to send to high school. Very frankly 
he said: : 


My parents were simple, ignorant people who did the best they knew how. 
I have no complaint to make I am strong and vigorous. I lke to work and 
am thankful for the opportumty because I must support my family. It is not 
too much of a care and it gives me something to be responsible for, and a reason 
to make a home, Think of the types of people with whom I come in contact: 
think of the s:de of life tha; has been revealed to me and from which I can guide 
my family. No, I have no complaint to make but I trust all cripples may have 
proper medical treatment; that they may have educational advantages, and 
that you may interpret us to the community, especially to employers. Both are 
strongly prejudiced and unwilling to take us for what we are. 


This kind of occupation with no future to it would not be ad- 
visable for every cripple to follow, but no one watching this man at 
his work could doubt his businesslike attitude in close competition 
with the very alive young newsboys who frequent his corner. 

The results of this survey may seem so optimistic that one 
might easily assume that no further plans are necessary for cripples. 
But when it is known that one-half the total number were crippled 
in childhood, and that one-fourth of the total crippled population 
were under the age of 15 years at the time of the survey, very im- 
portant plans suggest themselves and are already under way in 
Cleveland. 

The importance of making such a survey cannot be overesti- 
mated either for Cleveland or other cities. It has not only given 
the, interested groups, and social workers in Cleveland a general 
knowledge of their crippled population in all its phases, but has 
also given them and others undisputable facts by which to judge 
this problem fairly. From now on mistaken ideas about cripples 
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can be dropped. Here is an opportunity to put them right, so to 
speak, in the minds of their neighbors who are apt to have very 
wrong ideas about the ambition, ability, and economic status of 
those who do not present She same outward appearance. From 
Cleveland, a city largely without industrial training either before or 
after disablement, where cripples unaided have contributed to their 
own successful economic independence, much can be learned. The 
lives of unknown cripples are much more normal than had been 
supposed, although, because of unequal chances, they have un- 
doubtedly often followed the line of least resistance. 

The important fact to be faced is that cripples must be divided 
into two large classes,—the helpable by normal educational means 
and the helpable by specially devised means. By the former is meant 
those who are able physically and mentally to share normal oppor- 
tunities of life; by the latter is meant those who are unable physically 
and mentally to share normel opportunities of life and whom it is 
not human to force beyond their ability. They should be aided to 
live out their lives happily with the limited equipment they have. 
With this division it will be much simpler to establish the normal 
place of the cripple in the community. To accomplish this means 
something more than case work with individuals; it means more 
surveys. like Cleveland’s, and educational campaigns, legislation, 
etc., as a basis for needed plans. 

What do the cripples themselves want? ‘Turning again to the 
life stories of the successful ones, they want: 


~ 1—Not to be confused with the begging type of cripple. 
2-—Not to be forced into a special class. 
3—An opportunity to be judgec by what is left and not by what is gone. 
4—To be given an opportunity to make the contribution of which each is 
capable. 
5—To share equally in all chances offered to normal individuals. 

This is the appeal from normal, thoughtful cripples to inter- 
ested individuals, organizations and social workers for an active 
share in life. The task then is to extend permanently to all the 
advantages of community life. 


THE SICK 


By Epna G. HENRY, 
ú Direstor, The Social Service Department of Indiana University. 


Social work, unlike medicine, still suffers lamentably from a 
want of precise and sufficient knowledge. More complete statistics 
upon poverty, paupe-zism and mere misery, their nature, extent and 
causes must be collected and made available before any social worker 
can speak with authority. Of two facts, however, he is already con- 
vinced. Frevention. and teaching for prevention, are as essential 
in social work asin medicine. Neither can there be any good social 
work without access so expert medical practice. This is true equally 
in the prevention of suffering or in its relief, and true whether the 
concern is with mass betterment or with individual improvement. 
Whatever special line of activity occupies the worker, be it public 
or private, institutional or case work, the situation is the same. 


LESSONS FROM THR MEDICAL PROFESSION 


In seeking to remedy bad social conditions, they (the workers) have come to 
recognize more fully the great handicap of bad physical conditions and have 
learned to welcome, in the effort to remedy these, the aid of a newer and more con- 
struotive medical science. Their awakening is due, in part, to their own deepened 
experience of human need but even more is it due to the socialized members of the 
medical profession who have led the way in many departments of social endeavor. 


. Social workers today are a bit too proud of having socialized 
the physician. They feel that they have opened his eyes, so that he 
is aware not only of the fact that a man’s heart may not be treated 
without complete consciousness of the rest of his body but also of the 
additionel truth that he cannot be considered or cured apart irom 
the larger social unit of which he is & fraction. The condition of his 
lungs and legs may well be less important than his income or his 
wife's tastes and temperament. Any visiting nurse or social worker 
can name a dozen points the physician sees now which formerly 
were invisible to him. Physicians, upon the other hand, do not 
see, or are too busy to note, how social work has improved since it 
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realized and admitted to itsalf its dependence upon medicine. If 
the social worker has learned nothing else from the medical pro- 
fession, there is at least the new value of records and more scientific 
method. ' 

~ Many will be inclined to deny that the value of any record has 
been enhanced by contact with doctors. They point with scorn, 
and alas, with truth, to the deficiencies of dispensary records. But 
medical work has made records more valued. For long the best 
social case workers have known that their records, and the use they 
made of them, in the end determined the quality of their work. 
They did not have to point to the obscure and forgotten careers of 
missionaries to prove that work, no matter how good, is lost and as if 
never done unless recorded. They regarded as sacred and confi- 
dential records which might embarrass individuals or ruin reputa- 
tions but when medical facts appeared on them, they learned that 
people’s very lives and entire futures might depend upon a date and 
a diagnosis, or be lost through carelessness. It was then that records 
became as precious ag babies. 

Unconsciously, too, workers now follow methods long con- 
sciously practiced end taught by physicians. It isnot without signifi- 
cance that a book for social workers is called “Social Diagnosis," but 
only recently have students and new workers been called upon to test 
their labors with a medical outline. It is beyond dispute that for 
social woes, the doctor's outline for physical ills should be followed. 
The order should never vary. Relief of symptoms should always 
precede, but should be followed by diagnosis, prognosis, treatment, 
'geientifie research and public education for prevention. 

Even the most unthinking layman will agree to the necessity 
for any immediate relief of symptoms. No doctor will refuse to 
allay pain before he knows its cause. The-trained social case worker 
must always have a plan which involves temporary relief first, with 
investigation afterwards. But this worker also, like the doctor, now 
demands diagnosis before further treatment. Some seek a prog- 
nosis also, although few are courageous enough to act upon it. 
Treatment, as witk the physician, depends upon the individual 
worker, upon his knowledge anc upon his acquaintance with reme- 
dies. Like most physicians, the majority of case workers stop at 
treatment and do nos proceed to the further research and consequent 
possible public education for prevention, 
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Not only do the best methods of physician and social case 
worker thus resemble each other; either to succeed must imitate the 
other in borrowing from all science and all available knowledge. 
The one may belong to the finest type of the recognized professions, 
and the other, as Abraham Flexner asserts, may be of none, but 
both of them must recognize their mutual need. A great painter, a 
violinist, or an aviator may accomplish his full purpose with naught 
but the technical knowledge needed for his own pursuit, certainly 
without all knowledge or without that charity the absence of which 
makes all wisdom as nothing. No physician and no social worker, 
however, any more than the mother of ten children, ever knew any- 
thing which at some time did not prove essential or invaluable. 

The social case worker must do more than imitate the physician 
in his method and in his tireless pursuit of learning. He must obtain 
from him a/so that technical medical knowledge which he alone 
possesses and the instruction and advice concerning its social appli- 
cation which he alone can give. 


PRESENT Arms or SoctaL Work 


Four centuries ago that ancient modern, Juan-Luis Vivés, said: 
“Tt is not only those without money who are poor; but whoever 
lacks strength of body, or health, or capacity or judgment,” and 
“a common peril besets the citizens from contact with disease. 
Itis not the part of a wise government solicitous for the 
common weal, to leave so large a partof the community not only use- 
less but actually harmful not only to itself but to others.” He also 
said, than which there has been no truer word written: “the law of 
nature does not allow that anything humanshould be foreign to man, 
but the grace of Christ, like fast glue, has cemented all men 
together." l 
. Yet, after all these centuries, only three years ago, Dr. Richard 
C. Cabot was compelled to say, with truth, “We have dealt with 
man's estate extensively. We are now in the heydey of the dis- 
cussion of health of the body. We have just begun to see that the 
mind is the greatest of all questions for social workers. But that is 
for the future; we are still in the center of interest in health." He 
had to say also; ‘‘ Health is still a separate section because it has not 
yet been welded into the whole thought of social workers." Cen- 
turies ago Montaigne declared that a man could not be divided for 
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the purpose of educating him but apparently it is not yet clear that 
he cannot be divided for any purpose whatever, even by the most 
competent and well-intentioned social worker. 

Unfortunately, outside of the large cities, there not only is but 
little concern fcr health but too little provision for its maintenance. 
No social worker any longer listens with patience to the statement 
that the best cames from the country. So it does. Also the worst 
comes from the country—or tre little town. Mark Twain possibly 
was right about its origin. A country-born baby may have a better 
chance to be healthy, if he lives; but he and his mother have less 
` chance to live. 

The social worker, like the plain citizen, is not constantly aware 
that men’s lives and habits are determined by the ways in which 
they make their living; and that the ways in which they make their 
living are decided all too often by their physical condition or by 
mental conditions growing out of disease. Only the rich, and the 
poor of cities, may have adequete medical attention. This proposes 
to the social worker who knows it, all sorts of individual health prob- 
lems and induces serious thought concerning the possible alterna- 
tives of social insurance and the complete public control of health. 

Even ardent believers in d2mocracy, in the equal chance for all, 
too often fail to see the necessity for primary physical fitness. Per- 
haps war will open some eyes. Men who believe in the power of in- 
come discount health. Those who know that health is important 
agree with Benjamin Ide Wheeler and discredit the character-making 
possibility of sickness rightly handled. , But the social worker must 
deal with the whole man, his environment, his body and his mind 
and soul—his character. 


NMacgESSARY MEDICAL KNOWLEDGE 


In trying to improve a chent’s environment, the social case 
worker needs to know something of neighborhoods, schools, the local 
housing problem, industries, the employment situation, the compara- 
tive chances in certain lines of labor for a Jew, an Irishman or a 
Swede, for men cr women, hours, wages, and the best way to ap- 
proach an employer, actual or prospective. All social case workers 
know this but they do not ell realize the same necessity for learning 
the prevalence of disease, the consequences of physical conditions, 
the character of the water and milk supplies, the existence and mech- 
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anism of their medical institutions and the most effective manner of 
dealing with physicians and surgeons. Yet, where a few years ago 
four-fifths of all the rezerence calls of the best known agencies were 
work references, today they are, or ought to be, medical references. 

But how, one may well ask, can a social case worker know his 
own business and medicine also? Is it fair to require so much and 
such varied knowledge? Is it possible to obtain it? No, and no 
again. Neither is it necessary to do so. The most serious mistake 
a social case worker can make is to appear to know anything about 
medicine. Nothing is so maddening to a physician or so discourag- 
ing to the medical social worker as one who knows more about medi- 
cine than does the doctor. The inquiring social case worker who 
knows thas an afternoon temperature always means tuberculosis, 
that osteopathy will cure epilepsy, that a patient with paranoia 1s 
“as smart as I am," that askin eruption is syphilis and that syphilis 
at all times is a menace; a school nurse who herds in children for 
glasses and the removal of tonsils and adenoids—and nothing else; 
a city missionary who converts and protects girls but ignores their 
sicknesses —these are pests and regarded as such in any medical 
quarter. Equally obnoxious is the child welfare worker who cannot 
believe that a boy is feeble-minded; the relief agency which insists 
upon a positive diagnosis on a first visit; or the probation officer 
who holds an epileptic responsible for all of his acts. 

Can these workers learn enough not to make such mistakes 
if they have no knowledge of medicine? They can. Social case 
workers need only to realize in the beginning that nothing will save 
the situation unless good medical service is available. If such serv- 
ice cannot be obtained, the social worker’s first business should be 
to create an agitation which will result in the provision of doctors 
and nurses. If they are available already, or can be found, then 
the social workers must trust them. They must know their own job 
so well and engage in it for such fine motives that they can believe 
in the skill and sincerity of others. A social worker has a right to 
smile when a doctor says: “This man needs his rent paid"; and 
surely th» doctor may smile when a social worker says: “This man 
has tuberculosis.” The medical social worker learned long ago to 
say, not, “This man has heart trouble," but ‘This man complains 
of his heart." 

Social workers need no knowledge leading to medical diagnosis . 
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or treatment. They should know, however, the causes and cost of 
those diseases which are social problems in themselves. They 
should know what these diseases are and why they entail a social 
burden. They should be concerned, not with disease, but with 
health. They should be able te recognize health and to learn what 
there is in the community whica will maintain it for all. 

It is not necessary for anycne but the doctor to recognize or to 
treat tuberculosis but many in addition should know that tuber- 
culosis costs the community more in money and in sorrow than does ` 
any other one disease. The value of early diagnosis should be 
known and, for tha individual case, what has been advised medically. 
`- A social case worker does not have to decide whether or not a patient 
needs hospital care but should know what hospital facilities there 
are and what will happen to the home of the patient should he leave 
it. No social agency has to corduct a hospital, only to know how 
hospitals are conaucted, or, if taere are none, how to get or reach 
them. It is still more worth while to create, in any community, 
such health as will decrease the demand for hospitals. In other 
words, social work must recognize the character and extent of dis- 
ease, its own dependence upon the physician and the possibility of 
full coöperation with him. It mast not encroach upon his territory 
or permit him to cictate unwisely outside of it. 


PURPOSE OF THH FEDERAL CHILDREN’S BUREAU 


The three times in a man’s Hfe when the social worker can ac- 
complish most for him are the seme periods at which the physician 
can do the most als». These are when he is a baby—with his mother 
—when he enters school'and when industry claims him. It was 
Bernard Shaw who said that if the world and its affairs were as they 
should be, a man would need a doctor but once in his life, and that 
for his mother, whan he was born. This is so true as to be tragic 
when the truth of it is ignored. Could every mother have proper 
prenatal care, inspection (for, aiter all, birth is not disease), instruc- 
tion, confinement zare, nurse ard physician, the health problem 
would be more than half solved. In America, 300,000 children 
under five years of age die each year. Over half of thém need not 
die. This is a waste of life, of vital energy, of time, and a cause of 
needless suffering which the country is no longer willing calmly to 
tolerate. The Children’s Bureau proposes to save these babies 
through individual 2ffort, by: 
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1. Registration of births. 
. Complete care, nursing and medical, for every mother, whether she can 
afford -t herself or not. i 
. Children’s conferences and clinics. ' 
. Organizetion of local bureaus of child hygiene. 
Pure milk. 
. Adequate incomes. 


bo 


C OU ge» co 


The Children's Bureau was born of the child labor movement 
&nd fathered by the Department of Labor. Why has it deserted 
its own field to enter that of health? It has not. This is but & 
logical step from its inception to the attainment of its own purposes. 
It looked into its own questions, made some research, and has turned 
to the right beginning, to the babies, and to public education for 
prevention of ill to them. Immediately, it finds itself leaning upon 
the doctor, tae public health man, for instruction and guidance and 
upon the workers in each locality to look after each individual baby 
and, in the process, to educate the mothers. Nothing so clearly 
illustrates the circle around which one travels for the maintenance 
f health, the perfecting of industry and the consequent betterment 
f living. There has been enough of vicious circles. This golden 
e is to succeed them. 










THE Soctan WORKER AND THE HEALTH PROBLEM 


When the social workers, however, reach health problems, they 
come to them in many ways. There are workers within institutions, 
workers in the community, workers concerned with morals, with 
education, with relief, with health and those whose whole business is 
with sickness itself. The chief object of the workers necessarily 
modifies the manner of attacking the health problem. 

The social worker should define clearly to himself his own job, 
realize in precisely what way health is necessary to its successful 
accomplishment and act accordingly. The worker in an institution 
should know that he or she has an opportunity to get everyone in the 
house thorcughly examined and treated and consequently may 
perhaps send. them oui in better health than they otherwise ever 
could have had. This is his business. A girls’ school which does 
not examine all sent in for immorality, a prison which fails to learn 
who is feeble-minded, who is insane and who tuberculous, is a curse, 
not a safeguard, for} its people. An orphans’ home which ignores 
the physical condition of any child is unfair to all of them. A jail 
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usually is more dangerous than any mediaeval plague spot. But the 
whole business of a social worker in an institution is to see that his 
charges are placed in the hands of a good doctor and to enforce 
that doctor's orders when given. He needs to know, not medicine, 
but the comparative value of health and the social destructiveness 
of disease. | 

For the attendance officer, the charity organization agent, or 
the children's worker in the community, the affair is not so simple. 
In a large city where there are well-known and excellent dispensaries 
and hospitals with social service départments, all the worker has to 
do is to learn their location, mechanism and peculiarities. After 
that, the word of the medical social worker in the medical institu- 
tion may be sufficient. In the smaller community, the affair is more 
serious. An attendance officer who is now a medical social service 
worker was asked where she got her first medical experience. She 
said that she had obtained it when a truant officer in a village. 
Then she had had to learn, not how to enforce a compulsory school 
law, but how to rid her clients of vermin and how to distinguis! 
impetigo from cancer. She had learned further that it was easy t 
find doctors, to ascertain their hours and the extent to which s 
could impose upon them. Such imposition is justifiable and nece 
sary: as yet and the doctors have never complained, but socia 
workers certainly should realize, whether anyone else does or not, 
how much free service the average physician gives, and how desirable 
some better and fairer method is than the one now in use. Outside 
of the institution the social case worker then needs to know thor- 
‘oughly all of the medical and nursing resources of the community 
and how to use them with the least trouble to busy doctors and 
nurses and with the maximum results for his own peoplé. 

A social case worker should also try to inform himself concerning 
some of the simpler questions of hygiene and the common and best 
known facts abcut disease. There is no doubt that, other things 
being equal, the worker today who has had some experience or train- 
ing in & medical social service department is more valuable than any 
other for any variety of casework. This is not because he has learned 
medicine but because he has come to know how to use the medical 
knowledge which is available and has acquired something of the 
medical point of view toward the patient. 

“Social workers have been handicapped even in their use of 
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these sources of information by their lack of knowledge of even the 
most elementary facts of disease and by their lack also of under- 
standing of the organization and discipline necessary.in a hospital 
or dispensary.’ Moreover, the organization and discipline to 
which a good medical social worker yields is in itself training too 
often denied the average social worker who, to be effective, is neces- 
sarily something of a freelance. A student who has had to observe 
dispensary rules and to remember that every onc is sick, never makes 
the stupid blunders about health and doctors of which other workers 
are certain to be guilty, although he may make worse. The medical 
worker is always as much interested in incomes, housing and occupa- 
tion, as is the relief agent; but the latter is not always equally con- 
cerned about health questions. 

More and more, therefore, where it is possible, general social 
` workers are acting more closely with nurses and the medical social 
workers in hospitals and dispensaries. Itis easier and more effective 
thus to divide the job. Perhaps the greatest concern of any worker 
in the community should be to see that there are enough and the 
ight sort of medical institutions properly equipped with medical 
ocial workers, while most certainly the chief concern of all should be 
hat prevention of disease which alone will decrease the necessity 
for so much medical care. 

Objection is made to such coöperation. It is claimed that the 
visiting nurse is too often blind to social and relief situations and 
most untaught in social procedure. She will ask for eggs without 
number, no matter what the price. Worse, she may insist wrongly 
upon unwise ald for a sick woman whose husband has deserted her. 
Upon the other hand, it 1s the nurse alone who knows efficient. and 
therefore economic, forms of relief for the sick and she may be the 
first to discover some sorts of illuminating information never given 
to any but doctors or nurses. 

Objection is made further that the necessity for such coopera- 
tion works for harm because it sends too many people into one 
family. The layman is always aroused by such so-called duplica- 
tion of work and the intrusion upon the individual’s privacy. To 
be sure, until the war is over, less will be heard about intrusion upon 
privacy. As for sending too many people into one family, it is well 
to remember the answer of a certain Boston worker when the ques- 
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tion of referring unmarried mothers to other agencies was dis- ' 
cussed. She alone thought it all right to transfer such a patient and - 
added, “ You only give her another friend.” That is the point. a 
The relief worker who tells a client who is going to the dispensary as | 
a patient to be sure and see Miss B——-, the social worker, makes 
another friend for a woman who has too few acquaintances wiser 

than herself. This has a further point, if it is remembered that in 
the final analysis the social worker can justify his existence in but two 
ways, by what he can teach and by what social chasms he can bridge. 












THE Socian WORKER AB TEACHER 


What any single worker ean do for an individual person, all 
that he can accomplish in one long day, will never prove his value 
unless he also is always a teacker, and one who remembers that the 
best teaching is by example. The social worker is the modern neigh- ' 
bor. He must not only be a teacher but at all times an additional 
connecting link between the normal and the abnormal, between the 
fortunate and the unfortunate in a world which grows too comple 
for most. It is, therefore, an advantage to specialize in social wor 
as well as in any other profession. The client may have as man 
friends as he has varieties of troubles and each will make an additon 
link in the chain which binds him to & better part of the community 
which he represents. Such & social worker, primarily concerned 
with other than health problems, needs only to remember the value 
of health, its relation to his own questions, to recognize its absence, 
to know where to go for it and how to obtain the nurses and medical 
social workers as well as doctors who are needed for the maintenance 
of health and the prevention of disease in his community. 

A very just objection to this attitude is the fact that it cannot 
apply to rural communities. ` These force upon the social worker, 
even one interested only in sick individuals, not only local problems 
of nursing and medical attention but the larger ones of education for 
health and public control. Such a violent departure from the pres- 
ent situation may well arise from agitation in long neglected country 
districts. 

The medical social worker Eas a certain value another has not, 
both for health problems and for social problems connected with 
them. From the doctor she? learns what social relief must be added 


3 “She” rather than “he” is hare used in referring to the medical social worker 
as in the vast majority of cases if not universally, such workers are women. 
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to medicine for the alleviation of physical pain; she knows not only 
the medical diagnosis but in how far the social diagnosis depends 
upon the condition of the patient's body. She is better able to say 
what the social prognosis will be for a sick mån; and she certainly 
can give not only to other workers but also to legislators and even 
to doctors, illustrative arguments for new social laws and procedures. 
Not only that, she sends her patients out to teach health even as other 
social workers send theirs out to teach facts about labor, housing 
and community life. If one good housekeeper in a city block may 
teach ten, the woman who has all of the babies “‘ measured" is the 
one who should be converted to the use of pure milk. 

The medical social worker was born not only of the public’s 
increased desire to alleviate misery, to make medical work more 
effective or to teach for prevention rather than to relieve. She 
came into existence primarily as a “logical result of the recent ad- 
vance in medicine."* No better explanation ean be given than to 
continue: 

The socia! service department has a still higher office . . . . namely, 
aggressive campaign toward the prevention of disease. The recent advance 
medicine shows that nearly all of the most serious conditions are easily curable 
reated early enough, while many others are more easily prevented than cured 
. ani since the most important cause of social dependency is sickness, 
chose charitable organizations whose funotion it is to relieve conditions of poverty, 
geo in hospital social service an agency which in time will lighten their burdens, 
although in*the beginning it may appear to increase them. Indeed it may be said 
with confidence that social service departments in connection with our busy hos- 
pitals and dispensaries will in the future be the most potent means for the pre- 
vention of disease, and, therefore, of the miseries which so often are the result of 
disease, 

The medical social worker differs from other social workers 
only in that she deals with sick people, and that, unlike all others, 
she is always found within, if not as an integral part of, another 
institution, a medical institution. A man may be poor or immoral 
or a woman may be in distress but unless there is also physical suffer- 
ing their care is no more the concern of a medical social seryice 
worker than oi a church or of a relief agency. Moreover, they 
come to the attention of the social worker within the institution of 
which she 's a part and have themselves sought that institution, and 


t Charles P. Emerson, ‘Social Service and Medicine," Report of the Social 
Service Department, Indiana University, 1911-1912. 
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consequently the worker, first. This worker extends into the sur- - 
roundings of the institution the ever widening circumference of its 
influence, instead of attacking similar problems 1 in the community ü 
itself. 


Tum Point oF ATTACK 


_ Like charity organizations and the church, a médical social 
service department concerns itself with the whole man but its point - 
of approach and the method of attack are different from that of 
either. The primary business of the medical worker is with the 
cure or relief of disease but to obtain her results she must consider 
character quite as carefully and sacredly as does the church; prize 
education as does a school; join public health movements and daily 
distress herself with problems of relief. While medical social serv- 
ice is one, and tie most recent, manifestation of the growing publie | 
health movemert, and is a part of the public demand for the aboli- 
tion of poverty and the decrease of all needless suffering, it must 
never be forgotten that, above all, it is the latest outgrowth of mod 
ern medicine. ‘Today, therefore, advancing social work of any 
must be linked with scientific medical work. The hospital and 
dispensary which cannot give a high type of medical service shot 
waste no time on social service. The social worker in a communi 
which offers no fine medical service is wasting most of her time an 
money. If communities are to deal with the social problems which 
have been in their midst for centuries but are being revealed slowly 
by city life or swiftly brought under the limelight by war, these com- 
munities must have trained social workers, conscious of the value of — * 
health as well as of economic and spiritual good, and must also have 
splendid medical work. 
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Wuat PROBLEMS ARE Most Important: 


In this connection it may be interesting to note what social 
problems loom large to the medical social workers. One department ~ 
furnishes a list of the social ills which have come most often to its 
attention and have made for it the most work or the most anxiety. 
These are: alcoholism, babies born in hospitals, broken families, 
cardiac troubles, cripples, children, drug habitués, epilepsy, eye 
troubles, feeble-rmindedness, foreigners, gonorrhea, illegitimacy, - 
industrial accidents, diseases and maladjustments, sick inmates of 
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state institutions, insanity, negroes, sex probleras, suicide, syphilis, 
tuberculosis, unmarried mothers and vagrants. This classification of 
social ills, most of them recognized only as diseases, is peculiarly 
worthy of note at a time when the government and the Red Cross 
also are trying to maintain health and social equilibrium. A certain 
army surgeon lately stated that in his opinion the greatest problems 
after the war would be: broken families, crippled soldiers, tuberculosis, 
mental and nervous complications, heart disease and venereal dis- 
eases. The social service department which offered the above list 
had found to its astonishment that its greatest problem was the 
broken family. It had more broken families than any other one 
trouble. Next to broken families and children, it was most con- 
cerned about cardiac patients, mental and nervous cases, and after 
them, the tuberculous and syphilitic. In other words, the war will 
create no new problems for social workers, but will only reveal cr 
emphasize those already existing, especially those of death and 
disease. 

Social workers who are in the habit of thinking of their social 
blems in other terms, economic, moral or mental, should notice 
closely their ills are interwoven with these med co-social ques- 
s. Itis worth while also to see which of these have been aban- 
ned by the case worker. No social worker any longer believes 
that the time and money spent in an effort to reform a single drunk- 
ard are spent most worthily. She wants to see prohibition tried. 
There is no medical social worker who is not ready to ask for the 
public control of venereal disease, and for more institutional care 
for the feeble-minded, insane and epileptic. . Because of the tragic 
cardiacs and the tuberculous she cries aloud for prevention and 
education rather than cure. The proved decrease of blindness, 
with the increase of eye troubles which keep children from school 
and impair the efficiency of workers, even more illustrate the crimi- 
nalivy of indifference to prevention. 

It has been said thet every patient who enters the door of a 
dispensary is a social problem. ‘Thus far, this is true. It is equally 
true that all social problems involve questions o? health. Some day 
the public will be as impatient with people who are not well, who are 
not able-bodied for their jobs, as itis now with the man who cannot 
reach work Monday on account of Saturday’s crink. 

All social workers must take more and more into consideration 
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the problems of health, both for the individual and for his com- 
munity, while the medical social worker should study more and 
more the larger social questians. If no social worker can know tco 
much, no medical social worker ever knew half enough. In the 
beginning it was thought that such a worker must be a nurse. In 
some cities she still must be. Nevertheless, it is an admitted fact 
pointed out even by their leaders, that the nurses who make good 
social workers do so, not because they are nurses, but because they 
have ability in another profession as well. Social work, even medi- 
cal social work, is not nursing. The average nurse, moreover, lacks 
general knowledge of people and affairs and is less likely to have the 
necessary broad education. Not only that, her traming tends to 
close her eyes and dull her natural initiative; whereas, a social 
worker, if she succeeds, must have and use science, imagination, 
daring and ingenuity. As yet, she is most often a woman, and all 
of the qualities which a grea; mother or a successful teacher needs 
should be hers. For the pazient’s sake she should have imagina- 
tion, sympathy and good judgment. She should be just, as well £ 
kind. For her own sake she should have good sense, good h 
wholesomeness of spirit, a sense of humor and unconquerable fa 
in folks. She should have a true knowledge of the texture of no 
society, of modern social problems, of the inter-relation of depen 
ence and disease. She should know humanity, out of her own ex- 
perience with it or her belief in One who knew. ‘He looked out 
from his Cross upon a jeering multitude, symbol of the vaster mult- 
tude who forever jeer and crucify the good, and there He performed 
His supreme miracle. He believed in them. He saw what was in 
them.’’5 

Such a wcrker will neve: be blind to, nor lose sight of, any of 
the ills of her client or patient; never fail to seek the underlying 
cause of his trouble, either in his own life or in the society of which 
he is a part. She will never fail to seek medical care or advice for 
all who need it. But she also will advise and urge more education 
concerning hezlth, more frequent routine examinations of babies, 
school children and workers. She will insist upon measures vo 
lessen the state’s vast expenditure for social wreckage due to disease 
and to increase those for the promotion of universal health. Such 


s William Lowe Bryan, “He Knew What Was in Man." Indianapolis: 
The Bobbs-Merrill Company, 1913. 
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a worker will argue with wisdom concerning the just expenditure of 
effort and money and the possibility of success with the individual 
case, or, in losing it, will be comforted by the use of it as educative 
material which may serve to save others from similar fates. Any 
social worker who would obtain the greatest result, socially or 
medically, must forget himself in the pursuit of good for his client. 
He will get for him all that he can of income, health and happiness; 
but he will never forget that what he does or fails to do, if recorded, 
will add to human knowledge and echo to the end of time. 


PRINCIPLES OF CASE WORK WITH THE FEEBLE-MINDED 


By CATHERINE Brannick, M.D., x 
Psychologist, Massachcsetts Reformatory for Women. 


The subject of feeble-mindedness is now recognized as one of 
the most important educational and social problems of the day be- 
cause of its relation to other social problems. Various researches 
have shown that it complicates practically every one of our social 
questions, poverby and dependence, delinquency, vice and crime, 
inebriety, vagrancy, unemployment and industrial inefficiency. 
Numbers and relative increase ere the important factors in the prob-- 
lem: it is estimated that three in every one thousand individuals in 
the United States are feeble-minded, making a total on this basis 
of 275,000; in proportion to their population they are increasing at 
practically twice the rate of the normal population. The burden? 
heaviest in the à3elds of delinquency and crime: 48,000 feel 
minded persons are committed yearly. to correctional institutions 
the United States. and the percentage of feeble-minded within th 
institutions is variously estimated from 15 per cent to 50 per cent. 

As research nas demonstr&ted the widespread significance ot 
the problem, methods of meetirg it have multiplied, with the idea 
of prevention leading. At present thirty-two states make some 
provision for this group in special institutions. In many cities 
special classes have been established under the publie school system 
providing a curriculum adapted to their needs. A few states 
have passed permissive laws providing for sterilization and in 
effect debarring marriage under certain conditions. The depart- 
ment of immigrat-on has recognized the problem by more careful 
examination and observation of the immigrant. An educational 
campaign has beer. directed by numerous organizations throughout 
the country interested in eugenics and mental hygiene and a special 
committee, national in scope, was organized in 1915 with objects “to 
disseminate knowledge concerning the extent and menace of feeble- 
mindedness and to suggest and initiate methods for its control and 
ultimate eradication from the American people.” 

Ali forms of treatment revolve about the special institution for 
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training and segregation, but it has come to be accepted that it is 
impracticable and even undesirable to work for such provision for 
all members of the group. There can be no question but that in- 
stitutional treatment is the most economical and the only rational 
one in the ease of the low grade, the intractable and the clearly un- 
protected. Cn the other hand, it is quite as evident that given 
proper persoral and social treatment, many more of the group will 
be safe and fairly useful members of the community. These two 
ideas, segregation limited or permanent, and special training with 
directed oversight in the community, are the guiding principles of 
the plan of treatment outlined by the mature and progressive stu- 
‘dents of the problem. In Massachusetts, which already leads in its 
provision for the feeble-minded, & state program has been outlined 
by the League for Preventive Work which methodizes these ideas. 
The program, known as the Fernald plan, provides care for the 
known defectives according to their individual needs and methods 
of finding otners. It includes: 


(1) A state commission 
(a) fcr friendly guidance of mental defectives who under supervision 
can live wholesome lives in the community, 
(b) with authority to safeguard in a state school those who cannot. 
(2) A state-wide census of the uncared-for feeble-minded 
(3) Clinics for mental examination easy to reach from all parts of the state 
(4) Special classes in public schools for mentally defective children 
(5) Special treatment by the courts of mentally defective delinquents 
(6) Completion of a third school for the feeble-minded 


- 


In addition, the State Board of Education is “planning a State- 
wide investigation to determine the number of subnormal children 
not being provided for in institutions,” with the idea of formulating 
a state-wide policy for the special training of these children. It is 
hardly probable that such a model plan can soon be carried out in 
its entirety even in the most progressive states. Certain of its most 
important principles can be tried out, however, even in those states 
which are most backward in providing for the feeble-minded and 
chief of these is the principle of individualization of treatment. 

The idea of applying this principle to work with mental de- 
fectives is new and as yet not very acceptable to the general social 
worker. In the words of one of these workers, "there's no such 
animal as case work with the feeble-minded." The assumption has 
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been that once 2n individual has been diagnosed as mentally defec- 


tive, there is nothing more to be done unless he can be shut up in an 
institution. This attitude disregards the facts that variations and 
types of mental defectives are as many as among the normal; that 


many who must be graded as mentally defective are in a limited 


degree socially competent, are making a poor but adequate living, 
and so have esceped the attention of the social agencies; that social 
incompetence or inability to manage one’s own affairs as used in the 
definition of feeble-mindedness may be modified by special training 
and oversight. 

Recent figures of psychological tests given to the drafted men 
of the United States Army shcw that approximately 2 per cent of 
the men are mertally inferior. Their services, nevertheless, are to 
be used within the army in forms of work suited to their intelligence, 
—in the care of horses, carting, road repairing, etc. The inference is 
that there had been no expression of bias deficiency, to any degree, 
in these men previously. 

Feeble-mindedness is best defined s as “social incompetence d 
to arrested mental development.” It is therefore more incl 
than the term "mentally defective" and is used in a double sense, 
psyehologieal and & social one. It does not imply an absolute 1 
of possibility for social competence, but only & limited or relativ 
one. The definition of the British Royal Commission (1908) 
specifically defines an individual of the highest grade of feeble- 
mindedness as ore ‘‘capable of earning a living under favorable 
circumstances, bu5 incapable from mental defect existing from birth 
or from an early age of competing on equal terms with his normal 
fellows, or of managing himself and his affairs with ordinary pru- 
dence." In practice, the two aspects oi feeble-mindedness, defec- 
tive intelligence and social deficiency, are found combined in vary- 
ing degrees. Mary of the relat vely low grades of intellectual de- 
fect show no special anomaly of temperament and disposition and 
grade fairly high by the social test; many others who grade rela- 
tively high in the psychological Sense show such temperamental 
eccentricities as to make social adjustment impossible. 

Although constructive work with the feeble-minded outside of 
institutions is as yet comparatively new and undeveloped, it has 
already demonstrated the possibilities of modifying the social in- 
efficiency in certain types so that they are acceptable and fairly 
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useful members of society. Classes for subnormal children in 
Springfield, Massachusetts, in Boston, New York and other cities 
not only have given specialized education and training, but through 
the personal interest of the teachers or specially appointed visitors 
from the schools, the children have been followed into their working 
life and the necessary help and supervision given in industrial 
adjustments. 

It is well to dwell on the hopeful and positive aspects of individ- 
ual treatment of this group for, whether the eugenist and social 
reformer will or no, the feeble-minded will still remain in the com- 
munity. In Massachusetts, the leading state in institutional 
provisioh for the feeble-minded, there are as yet only one-fifth of 
the estimated number in the state so cared for. 

Since institutional care for all of the group is obviously out of 
the question, the next consideration is the classification of types to 
fit the two main divisions of treatment, institutional and com- 
munity. This classification would be based on considerations 
covering in general the personal and social factors in the make-up 
and immediate surroundings of the individual, as: 

(a) Age 

(b) Degree of mental defect 

(c) Inherent and innate characteristics other than the purely intellectual 

(d) Possibilities for special training in the community 

(e) Possibilities for prozection and supervision 

(D Development or no of anti-social habits 


Feeble-minded women who have passed the active sexual 
period and show no special emotional irregularities should be able 
to fit into community life under supervision. Men with no anti- 
social tendencies are often found self-supporting and fairly useful 
workers in many of the lower forms of industry. These are the 
men so often described by their employers as “honest, faithful and 
industrious, but not over bright.” Very young children should not 
be allowed to crowd the institutions for, the feeble-minded, to the 
neglect of more urgent and suitable cases. Frequently parents ask 
for the commitment of such children to be rid of their care, and 
social workers are often found aiding or encouraging this, though 
the case may present no special problem in itself nor even in its rela- 
tion to the family problem. 

It is of course self-evident that the lowest grades of mental 
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defectives, even young children, unless physically and socially well 
cared for, should be in institutions. This is the type which fits very 
fairly into other institutions than the special ones for defectives. 
Above these grades, the decision as to the form of treatment will 
be based more largely on th» temperament and disposition of the 
feeble-minded individual than on the degree of purely intellectual 
defect. Even when the community offers good opportunity for 
special training, the decision between institutional and community 
care will still depend on the :ndividual, on the probabilities that he 
can be made industrially and socially efficient to some degree. Is 
there possibility of adequate protection and supervision? Has he 
the physical capacity to get on outside an institution? , Are his in- 
nate tendencies such that he is unlikely ever to fit into community 
life? Is he lazy, cruel to bis weaker companions, sexually over- 
active? Is he innately irritable, stubborn, destructive and abusive 
in temper? Is he untruthful, sly or thieving? If these or other 
innate tendencies that have an anti-social bearing are present in the 
feeble-minded, then institutional treatment is the choice, irrespec- 
tive of degree of mental defect, or special ability along industrial 
lines, or opportunity for traming in the community. 

Any industrial or reform school can give plenty of evidence 
_ that it is not the intellectually higher types that should be kep out 
of institutions for the feeble-minded. The directors of these schools 
complain that most of their troubles of a disciplinary nature can be 
traced to these defectives, and one director goes so far as to say that 
there is no incorrigible prisoner in his reformatory who is not sub- 
`- normal. 

As found on commitment, there is no doubt but that the ma- 
jority of these defective delinquents are troublesome beings, but 
there is always the question’ whether a certain number might not 
have been improved to the point of relatively fair social competence 
by individual treatment in the community earlier. When a feeble- 
minded boy or girl is recognized as such for the first time in a reform 
school, it is sometimes difficult to separate innate characteristics 
from acquired bad habits and influence of environment. Mantal 
defect and mental instability frequently are present in the same 
- individual, but the instability observed in the adult feeble-minded 
is undoubtedly due in some instances to environmental over-stimula- 
tion acting on defective inhibitory powers. This is illustrated in 
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reformatory experience the opposite of that of the superintendent’s 
described above, and it sometimes happens that a feeble-minded 
. individual, whose conduct in the community kept his relatives and 
the police busy, gives no trouble when under restraint in an even 
environment. 

The classification of defectives for the purpose of outlining 
treatment should form a part of the diagnosis in every case, and for 
this reasor is work for the expert, capable of giving clinical considers- 
tion to all the characteristics of the individual, physical, mental and 
temperamental, and of evaluating them in their relation to his en- 
vironment. A simple diagnosis without recommendation is not 
much more helpful in the fields of psychology and psychiatry than 
in the field of general medicine. Any one who has had to deal with 
problems of delinquency or other forms of conduct disturbance, 
knows thet when the psychologist has said that an individual is or 
is not feeble-minded, he has said the least that can be said. If the 
person is feeble-minded, the conduct disturbance may or may not 
be directly related to the mental defect, while the bald statement 
that he is not feeble-minded leaves his conduct disturbance wholly 
unexplained. An interpretation of the individual is the only help- 
ful diagnosis and is as important in the case of the feeble-minded as 
with the intellectually normal who present behavioristic problems. 

Such interpretation ‘is absolutely essential to the intelligent 
handling and oversight of the feeble-minded in the community. The 
outlook at best may not be encouraging but the problem is there 
and must be met. All too frequently it happens that the institu- 
tion is non-existent and that the community form of treatment is 
the only possible one. When one knows the individual, that he is 
defective to a stated degree, that his defect is or is not transmissible, 
that he has certain socially favorable characteristics that must be 
deliberately fostered or socially negative tendencies that musi be 
deliberately repressed, it is possible to work with hope that is not 
overhopecul. 

In the handling of feeble-minded children in the community, 
one can do no better than borrow from the principles and methods 
of the special institutions and classes that have already been suc- 
cessful with them. The most successful of these appear to have 
applied education to defective children in its literal sense, a “ draw- 
ing out" what is in the child more than a “ pouring in,” irrespective 
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of ability to hold or digest, as seems to be the interpretation of edu- 
cation in the ordinary school. They search out special aptitudes 
and develop them;’ they deliberately take advantage of the strongly 
imitative and suggestible qualicies, and exercise these qualities for 
good; in the absence of any ability.on their own part to build up a 
true morality, the children are ziven & superficial morality by pun- 
ishment or deprivation when they do wrong, and reward or praise 
when they ‘do right. 

If the child is in the regular graded school room, it is very neces- 
sary to watch lest he be given tasks that are quite beyond him and 
pushed to the point of mental irritability. The knowledge acquired 
in school is much less important than the habits formed and the atti- 
tude toward life and work. A habit of failure acquired in school is 
as bad for the feeble-minded child as for the dull normal, and quite 
as often follows the child into his working life. If he is the type of 
defective who has insight into his own dulness, the habit of failure 
may be accompanied by a discouragement which is very difficult to 
overcome. 

Two excellent examples of individual work with feeble-minded 
children in the community were cbserved by the writer in connection 
with work in an open air school, aaving two teachers for fifty pupils, 

jand a resident nurse. One of these was a girl of thirteen and a half 
years who had been in the school for three years and in that time had 
completed only one grade. Physical examination on entrance and 
at the time observed showed notaing more than poor general condi- 
tion. At the time of observation she had been promoted to the 
fifth grade, but was not by any means doing the work of that grade. 
By all forms of psychological tasts she graded as feeble-minded, 
passing just over nine years by tae Binet (1011) scale. The teach- 
er’s report was that she was abnormally quiet and reticent when she 
entered the school, but a likeable girl on the whole. Her dulness 
had been recognized, and she herself seemed quite as conscious of it 
as the teachers. The school’s efforts to overcome her reticence 
showed excellent results in the girl’s general attitude, though she 
was still very sensitive to her dulness. Some fear was felt when she 
left school at fourteen that her old reticence might make it difficult 
or impossible for her to fit into industrial life, but she found factory 
work at seven dollars a week and still kept the work when last heard 
from eight months later, l 
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The other pupil was a girl about whose age there was some 
doubt,—the school giving her age as thirteen and a half and her 
mother as fourteen and a half. This girl wes recommended to the 
open air school primarily as & conduct problem, although the grounds 
for admission were present in the very poor general physical con- 
dition. The history as given was that she had been growing more 
and more troublesome for a year past, and recently had become 
quite incorrigible in the class room. She would thrust her tongue 
out at the teacher, make faces at the other pupils, etc. The prin- 
cipal referring the girl thought it a case of beginning psychosis. She 
was in the fifth grade. An older brother had also been very trouble- 
some during his last year at school, in the fifth grade, and had been 
transferred to the industrial room. 

Psychological examination showed an unmistakably feeble- 
minded girl, mental age by the Binet scale being less than nine years. 
When first admitted to the open air school she reacted in the class 
room as in the previous school, and gave considerable trouble even 
in the recess and rest periods. After two weeks trial, it was decided 
to take her out of the class room, but to let her remain in the school, 
taking her rest periods with the other pupils and helping the schoo! 
matron during her class periods. Her improvement-was so marked 
that the consent of the principal was asked for the continuance of 
the plan. There was no further conduct disturbance though she 
continued to be noisy and boisterous in play for the first few months. 
She remained for that school year, her only school work in that time 
being selected reading. On leaving school she found work in a 
factory at $7.50 a week and was at the same work when last heard 
from eight months later. | 

The home as a factcr in the training of a feeble-minded child is 
of course even more important than the school. Where the home 
is not in itself capable of giving adequate oversight, the assent and 
coóperation of the parents are manifestly necessary for supervision 
from the outside. Under authorized supervision from a central 
state agency, this question of coöperation would probably never 
arise, cven though the actual visiting were delegated to local private 
agencies. It is unlikely, however, to arise in the case of any home 
that is capable of properly training and protecting a feeble-minded 
child. With the children themselves there is rarely any difficulty 
in approach,—they do not question motives as the normal child. 
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The parents should be told very frankly any special points in 


the diagnosis and recommendation and be given specific instructions , 


from time to time as to methcds of handling the child. Especially , 


should they be warned of the necessity for the formation of regular 
habits and the dangers of overstimulation. Ways of fostering the 
socially positive qualities of the child and combating the negative 


qualities should be gone over in “words of one syllable," if need be. , 


All work should be directed to the formation of good habits and the 
avoidance of bad. 

Ways of keeping the child's interest in the home should be 
devised; a habit of reading shculd be encouraged and books selected 
for their possibilities of pointing a simple moral without any special 
stimulation; simple games that give the child a fair chance to win 
should be provided from outaide if the family cannot provide them. 
Any musical ability or interes; of the child should be fostered. 

'" While the child is still in s2hool the question of the kind of work 
he is likely to do later should be considered. It is well to plan for 
this as near the home as possible to avoid the expense of carfares 
and the many undesirable cistractions that car-riding involves. 
Lack of ability to do certain jorms of work does not handicap the 
feeble-minded so much as lack of ability to attend to the job. For 
the child who. has been deliberately trained to a fair degree of stick- 
to-itiveness, this will be much less of a handicap and he should fit 
very fairly into many forms of unskilled factory work. 

Possible employers should be interviewed and interested in the 
| practicability of employing such children. Their response is often 
surprising. , They take the rasher sensible stand that it is as well to 
employ people about whom tke worst is known as to run the chance 
of getting the same people through the regular employing channels 
and know nothing of them. One of the most encouraging and 
heartening experiences that come to the tired social worker. is the 
encounter with the kindly employer or foreman who says he is will- 
ing to give the defective child a chance and who gives much more 
` than a chance; the effect of his friendly supervision is shown later 
in his confidential opinion that the doctor who said that particuler 
child was feeble-minded doesn’t know his business. This kind of 
an employer and especially this kind of a foreman is really not an 
isolated instance. _ 

A point to be especially emphasized in work suitable for the 
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feeble-minded is the possibility for supervision. The best and most 
complete special training can never make of the defective anything 
but a helper. There is no exception here even in the case of those 
defectives who have special abilities along certain lines, for although 
they may be able to do the actual work done by a carpenter or a 
plumber, they cannot plan as a carpenter cr a plumber, or work 
independently. 

Both social workers who give supervision and even more the 
families of the feeble-minded persons are apt to forget that a fair 
amount of recreation is as necessary for the defective as for the nor- 
mal, and that it is quite natural that he should desire the particular 
forms of recreation the rest of the community enjoy. Games in the ` 
home, music, reading, fancy work, are not sufficient when all the rest 
of the world, including other members of his own family, are attending 
moving pictures or a band concert. Outside recreation should be 
planned for in a degree which does not cause overstimulation, and 
under supervision which is not so obvious as to arouse antagonism. 

In dealing with the adult feeble-minded individual who has been 
recognized as such for the first time as an adult, one realizes that the 
most important part of the program of work for the feeble-minded 
is the provision for methods of early diagnosis. As found, he pre- 
sents a problem of mental defect wich all that it implies of lack of 
. judgment and control plus well established habits that are difficult or 
impossible to break. If these habits happen to be actively anti- 
social we have what is so popularly known as the defective delin- 
quent. Treatment of this type outside an institution is practically 
never successful and institution directors who have dealt with them 
will say that treatment within any ordinary institutions is quite as 
unsuccessful. Mental instability is more prominent than mental 
defect in practically all of these cases,—they are not merely un- 
trained feeble-minded. The mental defect, however, is there, and 
the community should treat them not as delinquents but as the 
doubly defective individuals that they are. 

Work to make the defective safe for the community should go 
side by side with effort to make the community safe for the defect- 
ive. This to be effectual must cover a wide range, from education 
of the community on the significance of feeble-mindedness and the 
necessity of special provision, to the enforcement of all laws for the 
protection of children and the security of public morals. 
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Just as the methods found specially adapted to the teaching of 
the feeble-minded have contributed much to the educational 
methods applied to the normal child, so the social treatment of the 
defective on the individualistic basis is bound to point the way for 
better methods of dealing with social problems among the normal. 
So-called individual work with the normal group is much more fre- 
quently personal than individual, and failure in the social handling 
of the normal individual is undoubtedly often due to this fact. The 
obvious defects in the feeble-minded make it necessary to search out 
and determine the value of any positive qualities that he may possess 
and weigh them against the defects. The psychologist or psychia- 
` trist in interpreting the individusl furnishes a basis upon which 
truly constructive work may be done, when the social worker knows 
the best and can foster it and knows the worst and can fight it. 


CASE WORK IN THE FIELD OF MENTAL HYGIENE 


By ErnNoRA E. THOMSON, 
Executive Secretary, Illinois Society for Mental Hygiene. 


The attitude of mind of the social worker—perhaps especially 
in the field of mental hygiene—cannot be better stated than in the 
words of Dr. Meyer quoted by Miss Richmond: “A willingness to 
accept human nature and human doings as they are before rushing 
in with the superior knowledge of how they ought to be. The first 
need is to know what they are." The motto of every social worker 
and investigator shoulc be that of Terence’s Heauton Timoru- 
menos: “. . . . One who investigates must be . . 
ready to accept . . . . anything human beings think, feel Or 
do as not alsogether strange to human nature: ‘I am but human and 
I do not consider anything foreign to me’; it is at least worthy of 
human consideration." 

'This implies forbearance with the patient, the relatives, espe- 
cially those by marriage, other agencies,—already wearied with 
much effort in the patient's behalf—the courts and the state offi- 
cials. It implies also an ability to reflect the patient's point of view 
and not one’s own, to report symptoms and to know facts. Above 
all it implies honesty and straightforwardness in dealing with all 
concerned. 

Patients are referred to the mental hygienesocial worker in many 
different ways: in person, through other agencies, through relatives, 
physicians, institutions, neighbors, courts, schools, etc. and always 
because of some form of unusual behavior which may manifest 
itself in an inability to adjust to surroundings, or to acquire knowl- 
edge, deep melancholy, addiction to drugs or to alcohol, unreliable, 
or irrelevant statements, ideas of persecution, unusual demands, 
threats against individuals or groups, etc. It necessarily follows 
that any plan for investigation must be elastic to meet the demands 
of the individual case. | 

The first contact with the patient is often extremely difficult 
and the successful worker in this field must be resourceful and & 
responsive listener. Miss Riehmond writes: 
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The important things in initial interview are privacy, absence of hurry, 
frequent change of topic with some deliberate padding to ease the strain, particu- 
larly “when irritation begins to adulterate the account,” and yet through all a 
clear conception on the part of the interviewer that a certain goal must, if possible, 


be reached, and a slow, steady, gentle pressure toward that goal—this, in brief . 


is our program. Giving the patient ell the time he wants often leads to that fuller 
self-revelation which saves our time and his in the long run. Pressure of work: 
Lack of time! “How many failures in treatment are excused by these two phrases! 
But wherever else the plea of Jack oi time may be valid, it is peculiarly inappro- 
priate at this first stage, for no worker ever has leisure enough in which to retzieve 
the blundbrs that result inevitably from a bad beginning. 


If the first interview is successful a friendly relation with the 
patient will have been established and can be maintained during 
the period necessary for further study before making a plan for 
examination and treatment for, unless this interview or the history 
obtained from other agencies has brought out symptoms which 
indicate that the patient is a definite menace to himself or the com- 
munity, it is usually wise to delay a clinical examination until the 
social history is complete, for the recommendation of the specialist 
as to treatment whether institutional or otherwise is often dependent 
on the social history. In other words, a chronic mental case in 
which treatment is unlikely to be of benefit and only custodial care 
is required, is institutional or not according to the reaction to the 
hallucinations or delusions as shown by the social history. The 
modern clinician with his well developed social attitude is unwilling 
to make a recommendation without such history. 

Thus the social service worker in the mental hygiene field must 
know the value of evidence.. All the primary work must be for tke 
purpose of the mental examination and must be truthful and exact. 
Curious experiences are often founded upoii fact and must not be 
termed delusional until their unreasonableness is clearly established. 
Symptoms of physical disease must be noted and if indicated a 
thorough physical examination secured and the findings submitted 
with the social history at the time of the mental examination. 


In the gathering of this history which must take into account’ 


both heredity and environment, the well trained worker knows the 
evils arising from too much questioning of the patient and avoids 
anything which simulates & mental examination. An indiscretion 
here may make more difficult the later examination and the treat- 
ment which is to follow, for an examination that does not lead to a 
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plan for treatment is of little value. A word here should be added 
against the very common practice of taking a patient from clinic to 
clinic. This is not only unprofessional on the part of the worker 
but often results disastrously for the patient, who soon loses confi- 
dence in both social workers and physicians and becomes an even 
more puzzling social problem. 

Numerous difficulties, however, are likely to be encountered in 
efforts to work out plans for traatment. Frequent statements like 
the following will be given the worker: “This patient is not in need 
of institufional care but needs congenial work in a good environ- 
ment with understanding direccion." Practically the only way to 
meet the need of such patients is to establish, in connection with 
the field work, an occupational department where training and 
employment under skilled supervision can be provided. In estab- 
lishing such a department the prime necessity is, of course, the 
director, who must be a well trained teacher who understands 
abnormal individuals and not only knows various handicrafts but 
can also teach her pupils to produce articles which have a sale 
value; for such a department will not be a success unless the patients 
have the incentive of economic return for their efforts while working 
in the department. The result roped for is such a readjustment of 
the individual as shall later make possiblé positions in regular 
industrial lines. This will be possible in a considerable number of 
cases, but if this cannot be aecomplished at least there will be 
brought out the reasons why the patient can not readjust and so 
make possible a working plan fcr continued treatment in or out of 
an institution. 

Some patients can get on very well under such continued super- 
vision as a department of occupation gives and can contribute 
largely to their own support while they would otherwise be entirely 
dependent. Another group of patients will be found, after a period 
spent in the department, to be a menace to themselves or to the 
community, and with the information gained in daily contact, 
commitment to a state hospital is made possible. Still other pa- 
tients needing hospital care, who will not at first consider it, can 
later be induced to go as voluntary patients. 

Then there is a group who are not a menace to themselves or 
the community, living in their own homes, chronic shut-ins, whose 
lives can be made much happier by occupations which can be taught 
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them by a field teacher; the economic return may be very little or 
nothing, but there i$ a distinct therapeutic effect which will at least 
make for less complicated family situations and certainly add to the, 


sum total of human joy. 
The following case histories taken from our records may serve 


to illustrate. 
PROPHYLACTIC 


In the fall of 1914, a Syrian, 30 years of age, came to the United States with 
his wife and children. He was unable to speak the English language and such 
friends asg he had were unable in that time of financial depression to find any work 
for him. He had a little money which gradually disappeared. He had been 
trained to work in metals and had brought with him to this country a little stock 
of silver jewelry, thinking by the sale of this he could increase his capital, but he 
could not sell it because he knew cf no market. He became more and more ce- 
pressed and finally so deeply melancholy that his wife, fearing he would take his 
own life, appealed to some Syriane whom he knew. One of these Syrians was a 
patient of the Mental Hygiene Society end brought this man to the office. He 
was sent to a physician for physical and mental examination and returned with 
& statement that his melancholy was probably due to his inability to obtain em- 
ployment and the prescription was work. 

Work was provided for him in his own line in the occupational department. 
It was possible to find individuals interested ir. the silverware and some was solc 
almost immediately bringing in a little money; orders were secured and the mar. 
gradually came to look upon life from an entirely different viewpoint. Durirg 
this time the statements made by the patient were verified and at the end of six 
week a position was found for him. Very shortly he was promoted and things 
have gone well with him ever since until now he is part owner of a prospercus 
grocery business in a neighboring city and is very sure that, but for the under- 
standing aid given ai his time of special stress, he would have taken his own life, 
for he was convinced that if he were out of the way his wife and children would 
be cared for by kindly disposed individuals, but that an able bodied man should 
be self-supporting. 

VOLUNTARY 


Patient referred by another agency in the following letter: 


We would like to refer to you the case of A. P., 17 years old, living at 
. There is a history of insanity in the family and one of the younger 
girls is very nervous. A. has lately developed a mania for cleaning every- 
thing around her. i 
. Khe had a position in an office but finally could not be persuaded to do 
anything but clean her desk, etc. and had to be dismissed. She does the sarme 
thing in her home and her mother feels she is getting worse. She is perfectly 
quiet so far. 

"Will you kindly let us know what you can find out about her. Her 
sister, G., 13 years old, 1s one of our patients at one of the dispensaries. 
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À call was made at the home and an interview with the mother brought out the 
following facts: 

Parents born in Germany, no relatives in America. Father, brilliant but 
very erratic, well-born but not in favor with his family. Had been addicted to 
the use of alcbhol for a great many years. Four years before had deserted his 
wife and children. Mother, hard-working, plodding. of peasant parents, inter- : 
ested in her children, and anxious to do all she could for them. Mother stated 
patient had been very bright in school, stood at the head of her classes but was 
always inclired to be nervous. She left school when in the seventh grade at 14 
years of age to go to work 1n order to help out the family income. At first she 
did piece work in a factory but it had seemed very hard for her and was given up 
when a position in an office was found. A few months previous to our worker's 
visit, a girl in this office had suffered from some eruption on her face and body. 
Patient worried a great deal about this and began constantly cleaning her desk 
and the thinzs about her. Finally she had to leave her work and at home was 
always shaking and cleaning her clothes. She would sit in only one chair in the 
house which she frequently washed and would not allow any one to handle any 
of her things She realized her own nervous condition, felt that she was growing 
worse and was anxious for treatment. Appeared to be very anemic and was 
extremely emotional. - 

An examination by a neurologist was arranged and he suggested sanitarium 
treatment. The parish priest was interested and the patient was sent for six 
weeks to a sanitarium for spesial treatment. At the end of that time she returned 
greatly improved and upon advice of the neurologist was given work in our occu- 
pational department. She was still somewhat emotional but was soon interested 
in the work. It was discovered that she had considerable artistic talent. This 
waa developed and through the sale of baskets which she made and children’s 
toys which she painted, she was able to earn from $7.00 to $9.00 a week. Improve- . 
ment was gradual and treatment extended over a period of eight or nine months 
At the end of that time, however, recovery seemed to be complete and the patient 
was able to return to her former position in an office where after two years she is 
stil employec. giving satisfaction and earning a good wage. In addition to this 
she is taking certain courses in an art school. 


BORDERLINE 


Referred by Bureau of Occupations where patient had gone frequently to 
secure employment. She was a woman 50 years of age, born in the United States, 
had received high school and normal school education and had followed the 
occupation of practical nurse. She was unmarried end a Protestant. When 
interviewed she was very nervous and excitable. It was discovered that her eye 
sight was considerably impaired but she refused to see an oculist. The landlady 
where she had lived for some zime had found her very difficult and peculiar. She 
was in arrears some thirty or forty dollars for room rent but the landlady stated 
she was strictly honest and that if she secured employment would pay her debts 
but that she had been idle many months. She would not do nursing in a family 
where there was any house work and would not even take care of her own room. 
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It was the landlady's opinion that the patient was incapable and inefficient. It 
was found that she wes making an effort to bring suit against an employment 
bureau for having referred her to a position as a domestic. Work at sealing and 
stamping envelopes was secured for her but her employers were unable to keep 
her as she was so extremely difficult, As our request she was examined by a 
' neurologist who stated that she had decided defects and was a social problem 
but hardly an institutional case. He advised work in our occupational depgrt- 
ment. As it was/extremely doubtful that her earnings would support her an 
interested relief agency codperated with us in this experiment go that the patient 
would have an adequete income during the period. In the work in this depart- 
ment it was found that not only eyesight but also hearing was defectiva and 
that she was utterly unable to adjust herself to any ordinary situation. She 
would make no attempt to do the wark provided and was constantly complaining 
of work, teachers, other workers and food. She became very indignant when it 
was suggested that an examination of her eyes might make it possible for her to 
secure glasses which would make things easier for her. She was unwilling to take 
any type of work but that of companion to an elderly couple and unable to see . 
that her special defects would make it impossible for her to get on in such a posi- 
tion. It was discovered that she was known to many physicians who all felt tha; 
ghe was not responsible, and finally she had become firmly convinced that her 
inability to get work was due to persecution. An old friend of her family waa 
interviewed but stated that he was unable to do anything for her and could not 
put us in touch with anyone who would. He was quite sure her family history was 
negative. She had been in one of the city hospitals two years previous to this 
time as the result of an injury, had been very difficult and irritable and had been 
considered a mild mental case, Her eyes had been examined with diagnosis of 
cataract but she had indignantly left the hospital when an operation was suggested. 
Six years before she was in another hospital and in two different convalescent 
homes. In each instance she was reported erratic and difficult. 

After several months of effort to adjust her to conditions some relatives were 
found living in Chicago but she would have nothing to do with them as she con- 
sidered them her bitter enemies. Finally a position was found for her in a depart- 
ment store for the holiday season but she remained only one day as they put her 
in the toy section and she said gh» knew nothing about toys. Again she made 
many complaints in regard to the people with whom she worked, stating that she 
was the victim of a system of perszcution in which she included a physician who 
had recently befriended her and all of the agencies with which she had any deal- 
ings aa well as her relatives and other individuals. The matter was again taken 
up with the old friend of her family who still felt unable to do, anything. Har 
physician, after this period of intensive study, felt justified in issuing & certificate 
stating mental illness and papers were taken cut for commitment to the psycho- 
pathic hospital. When this was reported to the old friend of the family he was 
inclined to be indignant as he did not feel that she was insane and thought that 
some other provision should be made. Even the history which had been obtainad 
covering nine years of inability to adjust to any sort of living conditions was not 
convincing to him. He was told that any arrangement he might make for her 
care which included the neceseary financial aid and supervision would be satis- 
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factory and arrangements could be made to have her dismissed in the care of any 
one whom he would designate. At tae end of a week the patient was dismissed in 
the care of a woman who had consented to room and board her, the old friend 
agreeing to supply the funds. This is probably only a temporary arrangement, 
but the fact is established that she is physically and mentally unable to be self- 
supporting and it may be reasonably expected that no further effort will be made 
in that direction in a community having a well organized confidential exchange. 


DANGER TO SELF OR COMMUNITY 


This cese was referred to us by a legal society whose representative stated 
over the telephone that a patient was in their office much excited, declaring he 
could not hold a position because waerever he worked his enemies followed him 
end made his employers discharge him; that recently he had been in the Bride- 
well, having been sent thera throug3 the work of his enemies and no fault of his 
‘own. This patient reported at our office and proved to be an Egyptian, 30 years 
old, who had been in the United States eight years and who had for some years 
followed the occupation of ship steward or house man. He was able to make 
himself understood in many langugges but unable to read or write, had never 
attended school and had no relatives in this country. He thought one sister still 
lived in Paris but had not heard frcm her for years. All of his other immediate 
relatives wece dead, one brother hav-ng been killed in the Boer war. He had been 
naturalized while living in New York, had held positions in different cities of the 
United States and had apparently never stayed a great while in any one position 
but had been more than one year in Illinois. As he was out of & position and 
needed work, he was emp cyed as janitor in our office while an investigation of 
his statements was being made. He was found to be a very good worker but in- 
clined to be sullen and easily offended. The fact was brought out that he had been 
employed in one family in Chicago for six months. Numerous statements which 
he‘made in regard to this family were found to be without foundation, and as he 
was persuaded to talk more freely o: his troubles it was discovered that he felt 
this family, particularly the mistresa of the household, was responsible for all of 
his difficulties, and that he had mace up his mind that it would be necessary to 
take her life if he was to have any more peace of mind. 

With these facts established he was examined by a specialist who issued a 
certificate for his commitment to the psychopathic hospital where he was per- 
suaded to go by one of our field workers. Later he was committed to a state 
hospital for the insane, where he is now under care and treatment. 


Arcur Carn 


This was & young woman, 37 years of age, born in the United States, who had a 
high school education. Her history was one of considerable instability during her 
childhood ard early womanhood anc she was committed to the state hospital in 
maniac state. Paroled during the firat year of hospital residence, she was returned 
within a few weeks in a highly excited condition and had been in the hospital ten 
years with ro history of amy mental abnormality after the first year. She was 
very agreeable, anxious to be helpful and did excellent needle work. Her relatives 
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were persuaded to give her a trial outaide of the institution when given assurance 
that they could have the help of a specially trained social worker. She was 
furnished employment in needle work and later was given training in certain 
special classes in work for which she seamed to have a liking. At first frequant 
visits were made to both relatives and patient in order to reassure them. The 
patient has had no recurrence of her mental difficulty and has been self-supporting 
for the past six years except during tw 2 very severe physical illnesses during which 
time she was cared for in a general hospital Both relatives and patient have 
relied for advice upon the social service worker, 


Case work in mental hygiene, then, is of benefit to the individual 
and, in coöperation with other agencies, to the family and to the 
community. But it has another and even more far-reaching fuac- 
tion—for the records honestly made with proper regard for “zhe 
value of evidence" are an important contribution to the research 
worker in the mental field where so much still remains to be ascer- 
tained as to the causes of certain forms of mental disease and 
methods for prevention. | 
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THE FATHERLESS FAMILY 


Bv HELEN GLENN Tyson, 
State Supervisor, Mother’s Assistance Fund of Pennsylvania. 


Before the movement for mothers’ pension legislation spread 
over the United States after 1911, there were two general forms of 
administering relief to fatherless families. The first was through 
private agencies, many of which have for more than a decade 
realized that the only constructive solution of the poverty problem 
presented by the fatherless family is a regular allowance on which the 
widow can depend to free her from worry and overwork and enable 
her to give her children real home care. The other form of admin- 
istering aid was through the public agency for outdoor relief. Under 
the old Poor Laws, meager alowances had always been granted to 
widows, but never on any adequate basis; nor had the public offi- 
cials‘administering this relief formulated any policies as to standards 
of family life to be required in the families aided, nor defined the 
quality of service to the children that could reasonably be demanded 
from the mother. , 

While a few states have developed their mothers’ pensions 
system simply through &n,exzension and re-interpretation of the 
old outdoor relief laws, the general form of the new public adminis- 
tration of relief has been through the courts. This seemingly 
chance development was probably due to the fact that in a number 
of states the courts still have :urisdiction over dependent children 
and that one of the best-known Juvenile Court judges in the coun- 
try was the first to make an efort to have the jurisdiction of this 
court extended over such dependent families. Then, too, there was 
the greatest distrust and dissatisfaction with the old outdoor relief 
agencies among those interested in public welfare, and it seemed to be 
the easiest solution to divorce taem entirely from the new adminis- 
tration of this form of aid. The states that have recently passed 
mothers’ pension legislation, however, have realized how unsatis- 
factory adrainistration of relief through the court is apt‘to be. 
and recent mothers’ pension laws—notably those of New York, 
Pennsylvania, Delaware, and New Jersey-—have created an en- 
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tirely new piece of administrative machinery based on the plan of 
county organization, but with state supervision or control. © These 
efforts to separate this group of dependent families for special treat- 
ment reveal a new realization that the community as a whole 18 
largely to blame for the ills that.affict individuals, and a growing 
conviction that from‘ the point of view of self-interest alone, the 
state must assume greater responsibility for the welfare of its 
children. In 1909 the Royal Commission on the Poor Laws of 
England recommended unanimously that the old poor law machin- 
ery be abandoned and a new public assistance authority be created. 
This year, 1918, in the midst of England’s most costly war, this 
plan has been actually carried out and the new plan comprehends 
all forms of relief and special provision for dependents and de- 
fectives.! 

Our new Mothers’ Assistance legislation, haphazard'and un- 
standardized though these efforts to meet the needs of fatherless 
. families through public action have seemed, has nevertheless these 
significant effects: definite opportunity is offered to the state to 
discover the causes of the untimely deaths of the fathers, at the very 
time of their greatest usefulness to society, industry and the fam- 
ily; also, the chance is given to estimate the cost to the state of 
preventable deaths of the bregdwinner and the loss entailed by the 
subsequent dependency of the helpless family.! With these facts 
as & basis for further action mothers’ pension legislation should soon 
be taken over as an integral part of the larger and more constructive 
plan for social insurance. Yet even under such a system of state 
organization a certain number of young fathers will continue ta die 
untimely deaths, leaving their families unprotected by any form of 
insurance and in néed of organized assistance. 

When the average individual hears the term “widow” if he does 
not: think of the fictitious person named to obstruct any economie 
réform, there instantly flashes into his mind a type picture of the 
"poor widow" of sentimentalism: a frail, hard-working devoted 


( 

! Bruno Lasker, “The Death Blow to England's Poor Law," Ba Survey, 
Feb. 23, 1918, pp. 563—504. j 

! Report of Special Inquiry Relative to Dependent Families in Mass 
getts Receiving Mothers’ Aid, 1913-17, Senate No. 244, pp. 77-141. 

? Final section of report on work of Mother's Assistance Fund in Pennsyl- 
vania, pamphlet of State Board of Education, in press. Ses also, Commons, 
J. R., and Andrews, J. B., “Principles of Labor Legislation,” pp. 400—409. 
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mother, bending over a wash-tub and surrounded by a large group 
of hungry children. While there are no more innocent and pitiful 
sufferers from our unorganized social system than the widow and 
orphan, social workers know that there are as many kinds of widows 
as there ere kinds of women. At one end of the line is the capable 
mother who will make any sacrifice to keep her children with her and 
rear them in decency and comfort; at the other, the weak or vicious 
woman who will explcit, neglect or abandon her children on the 


' slightest pretext. 


For the purposes of this paper the family with adequate finan- 
cial resources is not considered; nor is the one where deterioration 
in the values of family life (whether due to er vironmental causes or 
individual defect) has compelled the breaking up of the family to 
save the individuals that compose it. The following discussion is 
limited to those fatherless families, where, with adequate income, the 
children bid fair to become normal useful citizens under their 
mother’s care. 

Whether relief to a fatherless family is administered through a 
public or a private medium, there are certain’ prerequisites of as- 
sistance which all agencies endeavoring to follow modern methods 
of social service have established. Investigation should not stop— 
as all too frequently in the past,—with the roof of the fact and 
degree of need of the family. A full consideration of the financial 
resources available in the way of help from relatives, property or 
money owned by the widow, her own or her children’s ability to 
contribute without harm to the support of the family is of course 
essential. But the value of the family life measured through a con- 
sideration of the mother’s mental, moral, and physical fitness to 
bring up her children must also be determined by investigation. 
Assistance should not be given in families where the mother is 
mentally unsound or defective, morally weak, or physically unable 
to give the children decent home care. Finally, investigation 
should show the basis of a plan for the future welfare of the family. 
After the decision to grant assistance is made, the social case treat- 
ment of the family should be organized about this plan. 

In any family the elements of normal life are disrupted by the 
death of the breadwinner. His loss is more tran the loss of a pay 
envelope. At this stage of the social and economic development 
of woman the removal of the father of the family is apt to have a 
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very serious effect upon the family’s solidarity. His loss is felt in 
the making of plans for the spending of the income effectively as 
well as in the loss of the income itself. There is great need of his 


discipline and advice in the training of the children, especially in the: 


case of growing boys. In certain foreign groups particularly, where 
the status of woman is regarded as so much lower than that of 
. man, it seems almost imposs ble for a mother no matter how de- 
voted and earnest, to control and guide her restless, adolescent son. 
Often, too, the father has been the one to attend to such business 
details as the payment of rent and insurance dues, the one to ar- 
range for necessary medical care for the children. “The father also 
gives the family a certain social and economic status in the com- 
munity through his relation to labor organizations, employers, and 
politicians. His advice at the time the children begin to enter in- 
dustry and to choose occupations for themselves is usually sorely 
needed. To supply all these weaknesses in the family life is the 
task of the social worker who administers relief to the family and 
supervises their welfare. 


In many ways the fatherless family offers the ideal group for a 


demonstration of the value cf social case treatment provided that 
the assistance given is adequately and wisely planned. The Home 
Service of the Red- Cross bases its strong claim to serve the families 
of soldiers and sailors on similar grounds.‘ A growing family of 
normal children offers every cpportunity for constructive study and 
guidance. The mother is free from the strain of child bearing and as 
the children grow older can g.ve more attention to the development 
of family life. The fact that the income is adequate and steady and 
not open to fluctuations due so unemployment, illness of the bread- 
winner, or personal weaknesses on his part such as drunkenness and 
brutality, enables the mother to gain habits of foresight and’ thrift 
that she has perhaps never been able to develop before. A study of 
the social records of families adequately assisted and well super- 
vised shows that in many cases a rise in the standard of living of the 
family has actually been achiaved. Certainly there can be no more 
. "satisfying result in social case treatment than the “graduation” of a 
widow’s family into complete independence, with fuller social con- 
tacts, good educational grourding, and a well-rounded family life. 
After investigation has established the fact and degree of need 


| * A. R. C. 201 “Manual of Home Service.” Second edition, pp. 13-46. 


w 


Ta ——— ee 


THE FATHERLESS FAMILY &3 


of the family, discovered all available and legitimate resources to 
meet that need, and found that the mother is mentally, morally, 
and physically fit to perform her normal duties to her children, the 
first step in the plan for future supervision is the consideration of a 
sound financial basis on which the family should be maintained. 
Unfortunately it is stil true that most fatherless families do not 
come to thes attention of any social agencies, public or private, until 
some time after the death of the man. This period is almost sure 
to be one o? family deterioration. The strain of the father’s illness 
and death, the pressing need of the necessities of life, the demands 
on the mother’s time and strength from her effort to support the 
family and maintain the home all tend to involve her in difficulties 
that she could not surmount alone. Through the widow’s short 
sightedness or total ignorance of the world of business, the insurance 
money slips in a few weeks through her fingers. Dozens of instances 
can be described by social workers where a designing “friend” of 
the husband has taken advantage of the widow’s ignorance to ap- 
propriate the larger part of the small lump of insurance, or where 
well-meaning neighbors or friends have given her just the kind of 
advice most certain to deplete her little fund. The usual bad in- 
vestment of this sort is either the buying of a home under a heavy 
mortgage :n a congested or neglected neighborhood, chosen with no 
consideration of sanitation, neighborhood conditions, or nearness 
to work and school; or the expenditure of the few hundred dollars 
for stock for a little store. In hundreds of such instances the stock 
has soon been sold; there is of course no capital to replenish it; 
and finally tne little store closes and the family’s small reserve fund 
vanishes with it. 

It is surprising to social workers to find how frequently women 
have not been allowed by their husbands to handle money even for 
the household needs. Obviously it takes a certain amount of fore- 
sight to save ahead for the rent and insurance and even more to 
realize that furniture or other household necessities bought on the 
installment rlan are not a good investment. Before working out a 
budget of living expenses for the family, the case worker usually 
must spend some days in discovering what the family’s liabilities 
are, and in straightening out a tangle of unpaid bills, lapsed in- 
surance policies, and installment charges. 

After the existing economic resources of the family are dis- 
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covered, the next consideration involves deciding which of these are 
legitimate assets that can be counted on for the future, and which 
part of the income should be cut off or decreased for the well- 
being of the family. In many states the law determines the max- 
imum amount of property and money a widow may have and still 
be eligible for assistance. There is some difference of opinion and 
legal provision on this question, varying, for example, from the 
law in Illinois where a mother is disqualified for assistance if she 
possesses any property and money, to California, where a maximum 
of five hundred dollars in cash and a thousand dollars in property 
is allowed. The consensus of opinicn seems to be that some equity 
in property, provided it is the widow's own home, tends to add to the 
self-respect and thrift of the family and to keep them in the neigh- 
borhood and town where they have become established and where 
all their natural social contacts have been made. The sacrifice of 
a home to most people brings great discouragement and the feeling 
of loss of social standing. Then too, many instances prove that it ' 
would have been actually cheaper to assist a mother who owns her 
home, provided the home was suitable to the family’s needs and not 
deteriorating in value, than to insist that she sacrifice it at a forced - 
sale only to become a heavier charge on the community later. 

In the matter of money in the bank, since for the sake of econ- 
omy in the distribution of available funds the amount of the monthly 
grant must be based on a necessity standard of living, a little surplus 
is invaluable for meeting emergencies of sickness and accident that 
constantly grise in a family oi young children. This small reserve 
sum, however, should never be regarded as a source of income to be 
drained gradually through an inadequate grant; and the under- 
standing with the mother gnould be that it is only for emergency 
needs. Yet there is no doubt that its possession adds to her feeling 
of independence and security from want. 

In considering the question of relatives as a source of income the 
tendency seems to be for public agencies to take a different attitude - 
from that held by private societies. If relief is given by a publie 
agency the attitude of the community usually is that a widow’s rela- 
tives like other citizens of the state are contributing to her need 
through taxes and, except where the law holds them legally regpon- 
sible for her support, that they have a right to claim exemption from 

that responsibility. There are of course many cases in which rela- 
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tives, not responsible under the law, have willingly shared with a 
public agency a part of the economic burden of the family. The 
insistence of private agencies on the fullest possible aid from rela- 
' tives is founded on the belief that only through the enforced sense 
of mutual responsibility can family solidarity be maintained, and 
that loyalty to one's own kin is a human value which must not 
be allowed to go to waste. Whether such human values are actu- 
ally enhanced by insistence on financial help from relatives already 
struggling to make ends meet is open to question.’ ‘There is no 
question, however, that the financial and social status of the rela- 
tives shculd be determined and their help, particularly in other 
than financial ways, erlisted for the family. 

One of the first methods of increasing income to which the needy 
widow turns is the keeping of men lodgers. Through bitter experi- 
ence over many years and with a large number of families, social 
workers are unqualified in their disapproval of this method of adding 
totheincome. Aside from the fact that the presence of any stranger 
has a disrupting effect upon the family life there are many general 
considerations that render the policy a bad one. The effect of the 
men’s influence on the growing boys is often bad, the difficulty of 
making decent sleeping arrangements in a small house, and the act- 
ual danger of physical violence to the woman or the little girls in the 
family must be considered. Quite often companionship and pro- 
pinquity lead to intimacy; and illegitimate children make the fam- 
ily problems more difficult. Even close supervision cannot ward 
off these dangers. In the case record of a family which has been 
under the supervision of one of the best private agencies in the 
country since 1911 we find the following significant entries: 

10/2/11, Widow a particularly sweet, appealing person. Children clever . 
and most attractive. On account of high type of woman it seemed safe to allow 
her to keep her three boarders. They are a good class of men, interested in the 
children and helpful with tham. When the children need treatment, Nick, one of 
the boarders, takes them to the hospital. 

10/20/18, Btate Dispensary reports that they suspect pregnancy. This was 
confirmed later by a private physician. 

2/17/14, Henry, 12, removed by Juvenile Court. 


5/2/14, Tony, 10, remcved by Juvenile Court. 
7/7/18, Polney, 10, removed by Juvenile Court. 


5 See discussion “A Misplaced Burden,” Charities and the Commons, Oct. 13, 
1908, p. 118. See also I. Rubinow, “Social Insurance," pp. 313-316. 
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According to the other entries in the record this family shows a 
slow but steady deterioration. If a firm stand on the lodger ques- 
tion had been taken in the beginning, immediately after the hus- 
band’s death, it is possible that the breakdown might not have 
occurred. 

Another usual source of income for the family and one to be 
considered most carefully is the mother’s own earnings. In judz- 
ing whether or not a mother receiving assistance should contribute 
to the family’s support, exactly the same considerations should hold 
that govern any mother’s decision about work outside the home. 
That is, the question of whether she should add at all to the family 
income and to what extent, should be decided by a study of the age 
and number of the children, the condition of the mother’s health, 
the provision of care for the children during her absence, and also 
her own inclination, capacity and past habits. No intelligent plan 
about the mother’s work can be made unless the amount which she 
adds to the family budget be regarded as of secondary importance to 
these other determining questions. . 

Study of the industrial eonditions of working mothers has 
shown that the large majority are employed in unskilled, un- 
standardized work at the lowest wages and for the longest hours. ° 
Office cleaning seems to. be the ‘work usually condemned by social 
workers for the mother of young.children on the ground that itis 
extremely fatiguing and comes at just the time of day, morning and 
evening, when she is most needed by the children. Of course, a 
busy mother, who worksat night, finds it very difficult to get the 
proper amount of sleep during the day and at the same time perform 
her household duties and give her children the proper care. There 
is also a frequent temptation to the fatigued mother in going through 
the streets in the cold and derk to take a stimulant or make un- 
- desirable acquaintances. The fact that even trained social work- 
ers are sometimes strangely blind to the dangers involved in per- 
mitting the mother to do this kind of work is shown in the following 
extracts from the case record of an assisted family: : 


Mother with 6 children, ranging from 15 months to 94 years. 
6/5/15 M. working at K. & B. Dept. store 4 hours every evening. Receives 
$1 a day. . 


$ Katherine Anthony, “West Side Studies: Mothers Who Must Earn." 
R. B. F. Survey Associates, June, 1014, p. 153. 
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1/18/16, Visitor found a man sitting at the kitchen table in the evening. 
Said he lodged in the same house and watched the children evenings while the 
mother worked. i 

3/29/16, Petition filed in Juvenile Court. Children neglected. Mother 


illegitimately pregnant. 

Weile other factors than the mother’s night work probably con- 
tributec to the detezioration of this family it is clear from the entries 
in the record that it was the chief cause. If it is necessary and de- 
sirable that the mcther supplement the income, the consensus of 
opinion seems to be that sewing, fine laundry, or the care of other 
dependent children-are more desirable than the usual forms of work 
because these occupations do not demand fixed hours of labor, and 
can be earried on £t home while she is attending to her family’s 
needs. 

The question of the contribution of working children to the 
family income is one that can be summarized briefly. In order to 
increase the familv income, no child should be forced into work pre- 
maturely, br under conditions that jeopardize its health or future 
developraent. It is equally true that a child should not be permit- 
ted to contribute mcre than & reasonable amount of its wages to the 
support of the family &nd should not be made to feel that the family 
is dependent on its earnings to an undue degree. 

After the family resources in property and money, financial 
help from relatives, end ways in which the mother and children may 
safely add to the fanily income are considered, the question of the 
budget on which the family may be expected to maintain a good 
family standard must be decided. "There is no doubt that contin- 
uous and adequate relief can be used as a lever to lift family stand- 
ards of living, and that it is not money aid in itself but the method 
of administering it that maydo harm. One of the arguments against 
public assistance is that it lacks the elasticity of private relief and 
cannot easily be adapted to the changing needs of the family. But 
this is equally true of the weekly wage of the father, and the average 
family must plan on a fixed sum. ‘The feeling of security which a 
fixed monthly or weekly allowance gives to & widow enables her to 
develop those qualities of foresight and thrift by which she may plan 
ahead for the winter’s coal or the next month's rent. 

So much scientific and detailed work has been done on budget 
planning for assisted families that it is unnecessary to describe it here. 
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The one basic principle, however, is that the amount granted, if ex- 
pended with reasonable care, must be adequate to ensure mainte- 
nance of health, working efficiency, and a good standard of family 
life. 

It is no exaggeration to say that there is hardly a family apply- 
ing for assistance in which at least one member does not show signs 
of malnutrition or disease. In the mothers the strain of child 
bearing, overwork, worry and enforced neglect of the simplest 
rules of hygiene have often resulted m chronic functional disorders 
or in conditions requiring surgical care; varicose veins, gynaecolog- 
ical and digestive disorders, flat feet and cardiac trouble are ailments 
common to these mothers. Among the children, disorders due to 
neglect’ and under-nourishment are prevalent and there is great 
need for the medical treatment of skin diseases, throat conditions, 
anemia, eye strain, and other disorders that may result in serious 
retardation in school and later in industrial efficiency. : To meet 
these health needs the aid of private physicians, hospitals, conv&-- 
lescent homes and sanatoriums must be enlisted. 

In outlining a plan for supervision for a fatherless family it is 
well to decide what changes in the family life should be made at 
once. Even if emergency aid only is given for a few days, it is 
often wise to withhoid regular assistance unti] a child who has been . 
‘illegally employed is back in school, the man lodger eliminated, and 
in some cases until a member of the family in urgent need of medical 
care is actually under treatment. When regular assistance begins, 
the mother’s hours of work should be changed at once to meet the 
plan for proper home care of the children. Other changes, such as 
the improvement in the school records of the children, training the 
mother in budget keeping, and securing dental care for the family, 
may require months of regular visiting and patient effort. 

In this attempt to ensure the progress and welfare of the fam- 
ily it is perhaps unnecessary to say that the advice and help of 
clergymen, school teachers, former employers and relatives are 
needed. ' Other social agencies can often render the special kind of, 
service that is required to fit some particular need. A housing as- 
sociation may be consulted about,a sanitary home in a good neigh- 
borhood; a visiting nurse called in if there is sickness in the family; 
a vocational guidance bureau requested to advise the children as 
they approach working age; the interest of a settlement or commun- 


i ( 


Toe FATHERLESS FAMILY : 89 


ity center enlisted to secure recreation and wider social contacts for 
the family. 

The reading of a considerable number of records of assisted 
. families in several cities that had been under the care of either a pub- ' 
lic or private agency showed that there are still valuable opportuni- 
ties in supervision that have hardly been touched. In many cases 
the influence of the parsonality and ideals of the dead father is a vital 
factor in the family life, yet only in isolated instances was there any 
reference to his plans and ambitions for his children. While many 
records siowan attempt to regulate the hours and working conditions 
of the mother, there were practically no instances where she was 
offered the opportunity of training for more highly skilled and better 
paid work. In view of the fact that she is usually quite young and 
will often be obliged to contribute to her children’s support for many 
years to come, it would seem a wise economy to consider this pos- 
sibility of increasing her earning power. While the children are 
often put in the way of obtaining healthful pleasures and forming 
helpful friendships, the same need in the life of the mother is not 
considered. In one agency a special effort was made to encourage 
the mothers of assisted families to join mothers’ clubs, attend night 
school, and seek some social connection outside the home. A study 
of one hundred records of this agency showed that at the time the 
grant was made eighty-five of the one hundred mothers were highly 
nervous nd depressed. After the families had been supervised 
and aided for a year culy fifteen of the eighty-five had failed to be- 
come cheerful and self-controlled. Certainly this remarkable 
change must have been due to some extent to the social contacts 
the mothers had made. 

Assistance and supervision of fatherless families under iud 
community organization can only be rendered successfully by trained 
social workers; but in most communities there is not only no devel- 
oped social consciousness, but no one who knows the technique of 
social service. It is clear that a full measure of state supervision 
and state aid is badly needed in all such communities. A social 
reform measure, intrcducing an intricate new mechanism, but left 
to the isolated local »ommunity to administer, is doomed to in- 
efficiency. Payment for adequate investigation and supervision in 
most communities mus} be made out of state funds, and be under 
state control if the work is to be successful. 


4, 


90 ` Toe ANNALS OF THE AMERICAN ACADEMY 


It has been repeatedly po:nted cut that the only just way to 
solve the problem of the widow and orphan is to reduce their number 
by seeking to keep the wage-carner alive. The really preventive 
remedy here is social insurance. The insurance principle makes 
premature deaths expensive ard so tends to reduce their number. 
The insurance method is also effective in making it possible for 
the wage-earner to provide for his own wife and children in case of 
his death, without leaving them to be cared for by any relief agencv, 
private or public. 

The theory and even the practice of the mothers’ pension work 
are more closely identified wita public relief than with the preven- 
tive measure of insurance. It provides state grants for dependent 
families, on proof of destitut.on, for the purpose of enforcing a 
measure of state guardianship over the health and education of its 
wards. As has been shown, emphasis is placed on moral considera- 
tions as well as financial need. Where it has been successfully ad- 
ministered it represents a new and fine piece of public machinery, 
made effective by its use of the approved methods of private 
agencies. With the thorough-going social reform that is likely to 
follow the war, and which is 1n fact already under way in England, 
our antiquated poor laws will kæ done away with. The unemployed, 
the old, the sick, the invalid, and the widow and orphan as well, may 
soon be cared for democraticelly by social, or contributory, insur- 
ance. Yet even under such £n advanced social organization there 
will still be & residuum of individuals and families requiring social 
case treatment. lt is to be hopad.that out of America’s significant 
new experiment in public chg£rity—the mother’s assistance work— 
may ultimately come & superior piece of public relief machinery re- 
placing the old and discarded outdoor relief, and embodying all the 
principles of case diagnosis ard treatment that have been worked 
out so carefully by the private agencies in the past. , 
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DESERTION AND NON-SUPPORT IN FAMILY CASE WORK 


By Joanna C. Concorp, 
Superintendent, New York Charity Organization Society. 


LEGALIaTIC CONCEPTION OF DESERTION 


An examination of the existing literature on family desertion 
brings to light surprisingly little regarding the problems it presents 
to the social case worker. There have been several statistical stud- 
ies of its occurrence, and innumerable discussions of its treatment 
from the legal side, but the case worker in search of technical advice 
and direction browses over a wide field with comparatively small 
result. Thisis probably due to the fact that the rise of the domestic 
relations courts in late years has tended to turn the thoughts of 
those interested in the problem toward the legal and judicial reme- 
dies which are being developed. It may further be due to the fact 
that workers in the field of adult probation, who constitute the 
specialized group of case workers most directly interested in family 
desertion, are still breaking new ground and have not as yet been 
able to make the contribution to the literature of the case work 
movement that we may confidently expect to have from them in 
the course of the next few years. 

Whatever the cause or causes, it seems true that desertion is 
generally written about as a breach of the law, to be dealt with 
through the correctional agencies of the community. This is not 
so much an erroneous as a distorted view of the problem. It fails 
to take into account the loss and wastage in human life, and em- 
phasizes rather the financial burden of dependency which is laid 
upon society. Both elaments of course exist, and must be recog- 
nized no less by lawyers and judges than by social workers in any 
effective program for the treatment and prevention of desertion. 

It mav as well be admitted that the hopes which social workers 
entertained at the beginning of the domestic relations courts move- 
ment have not been in all respects realized. What the social 
worker hoped for was an institution which would administer justice 
based upor the principles of social ease work; but while much has 
been gained, we still fall far short of this. The law still insists upon 
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regarding the important element in family desertion to be the 
deserter's evasion of his financial responsibility and the rendering 
of his family a publie charge. That there can be degrees of culpa-, 
bility in the deserter, aside from the financial question, is not 
‘always apparent to the legal mind. The chairman of a case com- 
mittee, a lawyer, and one of the most large-hearted and compassion- 
ate of men, maintained that the graver fault of a young deserter who 
had left his wife and two infants penniless in a strange city, while 
he went on a three-weeks pleesure trip, lay in the fact that he had: 
embezzled fifty dollars from his employer to finance the excursion! 

There is still much confusion as to the location and extradition 
of deserters, and in most cities the burden of finding the missing 
. husband and serving the summons upon him is still unrelentingly 
placed upon the shoulders of the wife. Extradition from without 
the state is made difficult by lack of appropriations, and by the 
indifference of district attorneys who feel that no good end is served 
by bringing a man back on a felony charge to serve a prison sentence, 
on the ground that “he will be of no more use to his family here than 
there." A study made by Mr. William H. Baldwin of prison terms 
served by returned deserters indicates that these are not usually long 
enough to act as a real deterrent. Indeed, so involved is the ques- 
tion of extradition, that one sympathizes with the bewilderment of 
the social worker in New York, who said: “ As far as I can see, if a 
man deserts and goes across the ferry to Jersey City he is guilty of a 
felony, but if he gets as far as Buffalo he is only a disorderly person!" 
Another anomaly is that contained in the proposition that the wife 
can claim abandonment only on behalf of her children. A man 
living with his wife and five-year-old boy in an eastern city, eloped 
with another woman to a cit; in the middle west. The couple kid- 
napped the boy and took him with them, and the distracted mother, 
bereft of both husband and child, had no recourse in any court, 
since the father was continuing to provide for his son. 

These are instances, however, of shortcomings in the law rather 
than in the technique of dealing with desertion by correctional 
means. Under the latter heading, unsatisfactory results are most 
often to be ascribed to the relianca which some of the courts still 
place upon the contrasted statements of the husband and wife, sup- 
ported it may be by the teszimony of their respective friends. To 
the legal mind it may seém an heretical statement, but the social 
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‘worker is convinced that testimony concerning family desertion 
which is drawn out in court, and unsupported by any careful social 
investigation by a trained worker, is often worse than useless. The 
causes of this particular form of family breakdown are often too 
obscure to be apparent to the persons immediately concerned, even 
if both are honestly t-ying to give a straight account, and if one or 
both are not making such effort, the advantage goes to the side that 
can put up the better story. When a sufficient number of well- 
trained probation officers are attached to the court to make the neces- 
sary preliminary investigations, this danger does not exist; otherwise 
it is always present. There is something about the factors involved 
in desertion cases, thet seems naturally to arouse the prejudices of 
the individual who d3als with them. Women social workers are 
notoriously prone to take the part of the woman without giving the 
man à hearing in cases of marital difficulty; employers are equally 
likely to feel that there is much to be said on the man’s side, espe- 
cially if they have never seen the wife. The only way in which this 
perfectly human tendsney can be corrected, is either to make or 
have made for one a careful, skilful and painstaking inquiry into the 
real facts of the case, abtained from as many well-informed and dis- 
interested sources as possible. In other words, until the courts 
which deal with social problems like desertion and non-support will 
consent to abandon their traditional dislike for “hearsay evidence" 
presented and gathered by social workers, they will fall short of 
administering the highest quality of social justice." 


SOCIAL CONCEPTION OF DESERTION 


The effect of centering the treatment of deserters and their 
families in the courts has brought about, even in the mind of the 
social worker, the feeling that they constitute a class by themselves, 
presenting problems different from those of other families, and call- 
ing for an entirely different technique in their handling. Dr. E. W. 
Eubank, who has recently made a careful survey of the problem in 
Chicago and other cities of the United States, makes as one of his 
leading recommendations the suggestion that social agencies dealing 
with families, attempt, 30 far as possible, to center the handling of 
desertion cases in one person or department. There is room for a 
good deal of difference of opinion on this point, and its advisability 
may well be questioned for more than one reason. While a certain 
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facility is ‘gained through having the dealings with the courts, dis- 
trict attorneys, etc., in the hands of one or a few people, the plan 
necessarily pun other members of the staff engaged in general 
case work from the opportunity of handling the whole problem in 
desertion cases. Furthermcre, it only confirms and extends the 
tendency to regard deserters and their families as a class apart. 
The experienced case worker knows that desertion is in itself only a 
symptom of some more deeply seated trouble in the family structure. 
It constitutes a “presenting symptom” which does, indeed, indicate 
some one of a few specified iorms of treatment at the outset, out 
which also involves all of the foresight, patience and skill which the 
social case worker knows how to apply, if any sort of permanent 
reconstruction is to be accomplished. Behind a man’s abandon- 
ment of his home and family there is sure to be a wide variety ‘of 
causes, some external and easily to be recognized; others rooted 
deeply in the subconscious instincts and aversions of the people 
concerned. What these individuals are able to tell is often strangely 
petty and inadequate without the interpretation which applied 
psychology is able to give. One man stated that what gave him the” 
final impulse to leave home was his wife's filling his bed with ashes. 
As legal evidence, this woull seem ridiculous; to the social worker 
who bad studied the two ten pramene closely, it was an interesting 
and significant detail. 

In this way a great number of widely diferent family problems 
seem to be superficially alike only because the breakdown has be- 
come 80 acute that the actual physical disruption in family life has 
begun. ‘The case worker recognizes that while the absence of the 
man involves certain difficilties in the finding of him and in the 
possibility of getting information from him, the case.problem which 
he and his family present i3 not essentially different from what it 
would have been before his departure if the problem could have 
been recognized and brougat to her attention earlier. She recog- 
nizes that the causes of desertion are as numerous and varied as 
the causes of poverty, if these could be ascertained, and that they 
are ‘likely to be even mare subtle and difficult of appraisement. 
Many influences from without are impinging on the home and 
the family at the present time to bring about a slackening in the 
bonds which hold it together. ; Considering the unrest and unnat- 
ural stresses and strains of urhan life, the wonder probably is that 
desertion has not increased more rapidly than it has. 
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Keeping in mind all this, the case worker sees desertion as only 
an acute řorm of the symptoms of weakened and crumbling family 
life. She is unwilling to accept the common theory which divides 
the treatment oi desercion into two fields: one, the location, appre- 
hension and punishment of the man through the courts, and the 
other, the charitable relief of his family during the process. Instead, 
she holds that the technique of the case treatment of the deserter 
and his family is no different in essentials from social case treatment 
in general except perhaps in the one particular of locating the ab- 
sconder. She does nct believe that reconciliations can be brought 
about by short-cut methods. Most social workers have a deep- 
seated distrust, not of the principle that a function of the domestic 
relations courts is to kring about such reconciliations, but rather of 
the way in which suoi efforts have been made in connection with 
many of them. The wholesale attempt to patch the tattered fabric 
of family life in a series of hurried interviews hald in the court room, 
and without any information about the problem except what can 
be gained from the two people concerned, can hardly be of perma- 
nent value in most cases. It is natural that case workers, keenly 
aware as they are of the long, slow, and diffizult process involved 
in character-rebuildinz, look askance at court-made reconcili- 
ations. With the besi will in the world the people who attempt 
this delicate service very often have neither the time nor the 
facts about the partieular case in question to give the skilful 
personal service necessary to reconstruction. , As a result many 
weak-willed wrong-doers are encouraged to teke a pledge of good, 
conduct which they will not, or cannot, keep; and other individuals 
who feel themselves deeply wronged go away with an additional 
sense of those wrongs having been underestimated and of having 
received no redress. The results are written in discouragement and 
in repeated failures to live in harmony, each of which makes a 
permanent sclution mcre and more difficult. The case worker to 
whom the results of the externally imposed reconciliation come 
back again and again bas reason to be confirmed in her distrust of 
short-cut methods. In order to demonstrate which contention is 
right there is great neec for a careful study, mede one or two years 
after the reconciliation nas taken place, of a large group of couples, 
the solution of whose sroubles has been attempted in this way. 
Unless there should be supervision for a considerable period by a 
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skilful and resourceful probation oficer all experience points to the 
conclusion that the percentage of permanent reconciliations would 
be low. 


SOCIAL CAS said or DESERTION 


While it is "true that the deserter and his family present no 
unique problem to the case worker, it is nevertheless true that cer- 
tain adaptations in case work technique are usually advisable and 
that certain points must be especially kept in mind in the course 
Of the investigation.! Disparity of age, of race or nationality and of 
religion are significant factors when they are found in connection 
with this form of family breakdown. Not less important is a con- 
ception of differences which may exist between the couple in the 
matter of education, habits, social status and moral and ethical 
concepts. A history of the background of the man and the woman 
from childhood on, keeping all these factors in mind, is essential to 
an understanding of the problem. One extremely important fact 
to have in mind, and one which should be proved or disproved 
where possible in conneótion with every desertion case by means of 
records of vital statistics, is whether or not the marriage was a forced 
one. There can be little doubt from the experience of case workers 
that people who contract this type of marriage later find their way 
in large numbers to the courts of domestic relations. A piece of 
research quite as desirable as the investigation of quick reconcilia- 
tions recommended above, would be a study of the married life from 
the point of view of the community of several hundred families in^ 
Which a forced marriage had been brought about through the urg- 
ing of relatives, the church, the court, or those social workers, now 
diminishing in numbers, who still believe that to legitimatize the 
child and to “give the girl a name" are desiderata sufficiently im- 
portant to justify forcing tozether against their inclination the pro- 
spective parents of more children. 

In the treatment of desertion and similar problems the sex 
factor is, of course, an extremely important one. The tendency of 
most social workers is either to ignore this as largely as possible or 
to theorize about it to such an extent that it serves, as with the 
Freudians, for an explanation for every phase of human behavior. 

! See questionnaire on The Deserted Family, “Social Diagnosis,’ by M. E. 
Richmond, p. 396, 
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It is on the whole saler to embrace the first alternative than the 
second, but the best werk in the handling of desertion cases will be 
done by the person who neither shuts his eyes to this phase of the 
matter nor unduly emphasizes it. The majority of social case 
workers are unmarried women under forty, and in this particular 
respect they frequently find themselves handicapped by the natural 
reluctance of the deserter to discuss his conception of the marital 
relation in such a way as to be enlightening to them, as well as by 
the chivalrous attitude which the married woman of the tenements 
often adopts toward her unmarried visitor. The decisive statement 
“You have never been married so you cannot understand" often 
proves at least a temporary barrier in dealing with deserted wives 
just as the similar sta;ement ‘‘You have never been a mother so 
you cannot know the feelings of one” is used to block her efforts in 
another direction. If -t is found impossible to carry on the. neces- 
sary discussions rationslly and without too serious embarrassment, 
it is often possible to call upon the socially-minded physician or 
clergyman for help alorg this line. 

This, of course, presupposes that the man in the case has been 
located &nd can be interviewed; but the fact that in the majority 
of cases of desertion this cannot be attained without great difficulty 
is in itself the most ser.ous handieap which the case worker meets 
in the treatment of degartion. In the location of absconding hus- 
bands undoubtedly the greatest single contribution has been that 
made by the National Desertion Bureau, & private organization 
which specializes in the location of deserters of the Jewish faith. 
Its use of widespread newspaper publicity, including the publishing 
of photographs of missing men, has been widely imitated by other 
social agencies. In locating absconding husbands it is more than 
usually important to learn accurately facts concerning their trade 
connections, membership in social organizations, employment 
records, ete. Foreign language newspapers are usuallv willing to 
print personal inquiries, or even photographs, and trade journals 
have been sucoessfully employed in the location of even non-union 
men connected with the trades. The Post Office Department, if 
convinced that the puble welfare demands it, might be induced to 
entrust reputable social agencies with forwarding addresses. If the 
husband has deserted for financial reasons, or has left home as the 
result of a quarrel, his location is a much easier matter than if there 
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is reason to believe he has absconded with another woman. Al- 
though the clues are in this instance doubled since two persons are 
involved, the pains taken to elude detection are usually greater. 

Under ideal police conditions all this ground work of tracing 

deserters could be done by detectives, who already secure from the 
post office and all the other sources mentioned, information that 
furnishes clues. After the man is located through coöperation. 
between the detective bureau and the case worker in charge the 
man can be interviewed by her or her correspondent. 
.. Inthe attempt of social workers to locate missing husbarids they 
are somewhat at a disadvantage. The general tendency to believe 
that the man is invariably in the wrong, and the policy of arresting 
him first and perhaps letting him explain afterwards, make even a 
man who has a good deal of excuse to offer for his course, reluctant 
to permit himself 1o be communicated with. Case workers are now 
beginning seriously to question whether in-the long run the best 
policy is not after all to interview the man, or to have him inter- 
viewed and to give him an opportunity to state his side of the case 
before causing a warrant for his arrest to be taken out. The at- 
tempt to do this will sometimes result in a second disappearance, 
but if the man’s return can be accomplished voluntarily there is 
many times the basis upon which to build. The deserter, or at 
least the first-time deserter, must not be prejudged without a 
hearing. In spite of the discourazing average of desertion cases, 
this particular man may noi be in the average class, and in that case 
it would spell injustice botk to him and to his family to treat him as 
though he were. 

Some years ago a charity organization society, which main- 
tained a special bureau for the treatment of desertion cases, was 
asked by a Mrs. Clara Williams to help her find her husband, John, 
who had left her some years previcusly and was living with another 
woman, so that she might force him to contribute to the support of 
herself and her two children. Mrs. Williams? was a motherly appear- 
ing person who kept a clean, neat home, and seemed to take excellent 
care of her children. She was voluble concerning her husband's 
misdeeds and very bitter toward him, which seemed only natural. 
The fact of the other household was corroborated from other,sources;, 
and Mr. Williams’ work references indicated that he had been quar- 


? These names are fictitious. 


DxsERTION AND NoN-SUrPPORT 09 


relsome and difficult zor his employers to get along with, although a 
competent workman. The problem seemed to the desertion agent 
a perfectly clear and 1ncomplicated one and he proceeded to handle 
it according to the fcrmula. Some very clever detective work fol- 
lowed, in the course o? which the man was traced from one suburban 
city to another, and ais present place of emoloyment found in the 
city where his wife lived, although he lived in another state. The 
warrant was served upon the man as he stepped from the train on 
his way to work, and he appeared in domestic relations court. He 
did not deny the dese-tion but made some attempt to bring counter 
charges against his wife. When questioned about his present mode 
of living he became s:lent and refused to testify further. He was 
placed under bond, which was furnished by the relatives of the 
woman with whom he was living, to pay his wife $6.00 a week. No 
probation was thought necessary and the case was closed, both the 
court and the charity organization society creditirg themselves 
with a case successfulzy handled and terminated. 

About a year late: Mrs. Williams again applied, stating that her 
husband’s bond had lansed, that his payments had ceased, and that 
she had no knowledge of his whereabouts. Although her home and 
children were still imm £culate she failed to satisfy the social worker 
who this time visited Ler home with the plausible statements which 
she had made before. The children’s health was not good and they 
seemed unnaturally rspressed and unhappy. Ugly reports con- 
cerning Mrs. Williams’ drinking habits came to the society. The 
school teacher deplored the effect which the morbid nature of Mrs. 
Williams was having om her youngest child, a daughter just entering 
adolescence. The son, a boy a little older, was listless and unsatis- 
factory at his work, ard defiant and secretive toward any attempt 
to get to know him betzer. He spent many nights away from home 
and was evidently not on good terms with his mother. As soon as 
Mrs. Williams saw that real information was desired she began 
indulging in fits of rage in which she displayed such an exaggerated 
ego as to cause some doubts as to her mentality. Baffled at every 
turn the ease worker decided to see the man, if possible, and have a 
long talk with him to see if through him any clue to the situation 
might be gained. The first step was to gain the confidence of a 
former fellow-workman and friend of his who now maintained his 
own small shop. This was done after several visits, and upon the 
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social worker’s solemn promise “not to have a policeman ‘hidden 
behind a tree" the deserting husband consented to an evening meet- 
ing in his friend’s shop. A most iluminating interview followed. 
Mr. Williams was found to be an T intelligent though melanchóly and 
_ self-centered man. The couple had married somewhat late in liie, 
it being Mrs. Williams’ second marriage. She had been strongly 
influenced by her mother to marry him and had never had any real 
affection for him. It became very evident from his story that the 
strongly developed egotism: of both the husband and wife had made 
a real marriage impossible between them, and the visitor became 
convinced of the genuineness’ of Mr. Williams’ protestations that 
he endured the constant abuse and ill-treatment of his wife as leng 
as it had been possible to do so. As her drinking habits took more 
hold upon her and he had realized that the break was coming he 
had endeavored to place the children in homes, and had once had 
his wife t&ken into court where her plausible story and good appear- 
ance resulted in the case being dismissed with a reprimand to the 
husband.| He then left home but continued to send her money at 
. intervals, although as he got older he^ was able to earn less at his 







trade. cialism was his religion, and it was his preaching of this 
doctrine in season and out to his fellow workmen which had earned 
him the 


-will of his RAM A He defended his present mode of , 
living vigorously, putting upia strong argument that it was a real 


home he had ever known, and only wished that the state of public 
opinion would permit his taking his young daughter into his home. 
The boy, he realized, had grown entirely away from him and they 
could never mean anything to each other. It was his habit to make 
frequent trips back to the region where: his family lived i order 
that he might stand on the corner and wabch his children by. 
He gave readily much information about hig own and his wife's 
past con ections, including the addresses of many of her relatives 
whose existence she had denied, and he successfull proved that her 
claims as to his lapsed payments were false by producing the entire 
series of |post office receipts covering his remittances to her and ex- 
tending down to the very week of the interview. 

It ig true that this is not a ‘typical desertion case" such as Miss 
Brandt describes in her study of deserted women, but is it not 
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equally true that the handling of this one case problem according to 
legalistic and juridiezl formulae meant a real miscarriage of justice 
and the possible sending to shipwreck of two young lives to follow 
the old? It is experiences such as these which have confirmed in 
the case worker a determination to avoid formulae and to treat 
each case problem, in so far as possible, as something entirely new. 


DssERTION IN RELATION TO THE COMMUNITY 


It must not be denied that there is basis for the contention that 
just as a community can regulate its own death rate within limits, 
so it can by repressive measures regulate its desertion rate. The 
sort of prevention, however, that keeps the would-be deserter in the 
home which constantly grows less of a home, simply through fear of 
the consequences if Le left i$, hardly seems so desirable from the 
social point of view as that form of prevention which would provide 
for such homes and families the wise, skilled and sympathetic treat- 
ment which is the ideel of social case work. There are no figures to 
show that either metLod has been sufficiently brought into play in 
any one community to bring about any marked change in the num- 
ber of desertions. Dr. Eubank in preparation for his pamphlet, 
circularized charity organization societies in a number of cities and 
got widely different apinions as to whether desertion was on the 
decrease, was stationary, or was on the increase. These were 
merely opinions and rot the result of statistical studies. In New 
York City, Dr. Devine made a study of five thousand cases known to 
the Charity Organizat.on Society in the years 1906 to 1908 and of 
this number exactly 1) per cent were deserted wives. Ten years 
later, in 1916, a somewaat similar study was made of three thousand 
families known to the same society in the course of that year. The 
percentage of desertec wives was found to be almost the same, 
namely 9.9 per cent. The statistics of the New York Charity 
Organization Society for the last year show 492 deserted wives out 
of 4,204, or about 11.7 >er cent. This nearly stationary percentage 
over the eleven-year period is probably only a coincidence as these 
particular ten years have seen marked population changes as well as 
the establishment in the city of & Domestie Relations Court, the 
Bureau of Domesuc Relations and the National Desertion Bureau. 
It may, however, be taken to indicate that the type of desertion 
which leads to dependemcy is not markedly.on the increase. 
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' Echoes which have reached us already from Europe point to 
great and sweeping changes in the conceptions of family life which 
are likely to result from the great war. Inevitably our own stand- 
‘ards must be affected since we are learning that not only in a polit- 
ical sense-is it true that the lives of ell the nations are one. Home 
Service workers are recognizirg that no small part of their task is 
. to help keep strong and firm the bonds which bind the soldier on 
another continent to his family on this. Perhaps never before has 
there been the need for careful study and alert watchfulness on the 
part of the social workers in this country, so that the changes which 
come are not unanticipated. No one group in the community, 
surely, is in better pogition to bear testimony as to the strength 
and weakness of family life, the changing conceptions regarding it, 
and the strains and stresses from which it may still be protected. 


THS ILLEGITIMATE FAMILY 


By Amey EATON WATSON, 
Chairmar, Philadelphia Conference on Parenthood. 


In the following discussion, the phrase “the illegitimate family " 
is used deliberately. Hitherto our attention has been very largely 
confined to the illegizimate child and its motaer and we have ignored 
the fact that there is in every case a family involved, father, mother 
and child or children, and that they must all be considered before 
any adequate plan can be made with them. True asit is that in the 
eyes of the state no family has been formec, yet it is equally true 
that biologically the child has a father as wall as a mother and it is 
being realized more end more clearly that socially too the child has a 
father with definite responsibilities and privileges. 

This point of view goes hand in hand with the scientific attitude , 
" toward the illegitimste mother which instead of destructively con- 
demning or scorning any woman who has brought a child into the 
world without the legal sanction of her group, rather seeks to under- 
stand the underlying causes of heredity and environment which 
have brought her (ard likewise the father of her child) to the illegal 
conduct in question. Illegitimacy is the result of biological, psycho- 
logical and social causes following definite sci2ntific laws and there is 
a responsibility of th» community as well as of the individual for its 
occurrence. So firmly has this point of view become fixed in our 
thinking since Leffirgwell’s consideration o2 it in 1892 that there 
would be no value in emphasizing it here, cid we not find the old 
point of view lurkirg in the otherwise excellent “‘ Questionnaire 
Regarding an Unmarried Mother," by Mrs. Ada Eliot Sheffield. ! 
Here the term ‘‘her shame" would seem to -ndicate on the part of 
even our most advanzed thinkers in this field an occasional lapse to 
the less scientific and more inhuman attitude of condemnation and 
reproach. “Moral indignation,” says Mr. Eritling, “is the mother 
of most oi the cruelty in the world," and J. Prentice Murphy voiced 
this thought at the National Conference of Social Work in Pitts- 
burgh when he said “Much of what we have done and are doing 


! M. E. Richmond, ‘Social Diagnosis,” p. 414. 
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for the unmarried mother in contrast with other mothers is steeped 
and saturated in a superheated, emotional, pseudo-moral atmos- 
phere and I submit to you the observation that no such atmosphere 
can really make for helpfulness.” ? 

While this point of view has taken a firm hold of our thinking, 
it 18 only just being applied to our case work with the illegitimate 
family, which is still decided!y in the experimental stage. Case 
work with the illegitimate family is seeking to work out principles 
whereby the interests of the il_egitimate child and those of both its 
father and mother may be harmonized with the best interests of 
society. This end will be secured when the responsibility for the 
illegitimate child is more everly shared by the father and mother 
as well as by the state. Tks Castberg law of Norway is being 
watched with great interest by social case workers as probably the 
most advanced experimentaticn in this field, inasmuch as it gives to 
the illegitimate child among cther things the right of paternal in- 
heritance, of peternal name and of the standard of life of that parent 
which is better situated. The Minnesota Children’s Code is also. 
advanced in that it makes the state the ultimate guardian of all its 
disadvantaged children, including the illegitimate, and therefore it 
is the work of the State Board of Control to institute proceedings to 
establish paternity or to see that such proceedings are instituted, as 
well as to seek in other ways 50 secure for the illegitimate child the 
nearest possible approximatica to the care, support and education 
that he would be entitled to if born of lawful marriage. Further and 
better standards of case work in this field must be established by 
studying experimentally the cuestion of removing the evil effects of 
the stigma in illegitimacy. Only injustice is done in allowing this 
to attach to an innocent chilc and we must get evidence to show us 
when the welfare of society is furthered by having a stigma placed 
on one or both parents. Above all, in line with the findings of 
modern criminology, emphasis must be placed upon the reéducation 
of the individuals involved, rot upon either punishment or stigma. 


INFORMATION NEEDED 


In gaining the necessary information for a diagnosis in working 
with any illegitimate family, the case worker, utilizing the same 
sources of information as worxed out for all forms of social diagnosis, 


1 From an unpublished paper. 
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must exercise the greatest tact and consideration. She must make 
unusual efforts to gain the friendship and confidence of the mother; 
on account of public opinion, the client has undoubtedly been put 
on her guard, feeling that everyone is against her. Sympathy and 
understanding are needed to win her and for these reasons it follows 
that investigation must be gradual. In some cases it will be nec- 
essary to find out th» most intimate facts cf any individual's life, 
facts which it is often not necessary to inquire into in any other kind 
of case work. This i3 all the more reason for going slowly and care- 
fully with deep consideration and with a realization that harm may 
be done if the client feels that she is being probed or that she is being . 
forced to reveal information which may be used against her or against 
the father of her child. It must also be realized that many girls 
may become morbid and an effort must be made to keep their minds 
off their experiences rather than to allow them to dwell on them. It 
is vital that our inveszigation should be thorough, tapping every re- 
source. Failure to learn all possible facts at the proper moment 
has undone years of efort. The writer calls to mind & case which 
had been handled by a relief agency with high standards over a 
period of seven years during all of which t:me it was taken for 
granted that the man and woman were legally married and it was 
only at the end of thir time when an illegitimate child was born to 
the daughter of the family by her supposed scep-father that it was 
discovered that he was not her step-father and had never been mar- 
ried to her mother. Had this been known earlier, precautions could 
have been taken to protect this girl and this case of illegitimacy 
might have been prevented. It is particularly important that in all 
case work marriage and birth records should be consulted among 
the first sources of information; they involve the telling of no se- 
crets, are entirely trustworthy and should never be neglected. 

It is hoped the following outline for a minimum investigation 
may be suggestive: * 


3 The Boston Conferences on [legitimacy has also worked out a minimum in- 
vestigation which may be ottained from the President, Miss Mary Byers Smith, 
Andover, Mass. An outline for a maximum investigation has been worked out by 
the Inter-City Committee o7 the Boston Conference. Sze also Questionnaire by 
Mrs. Ada Eliot Sheffield in ‘Social Diagnosis" by M. B. Richmond, p. 414, re- 
ferred to above. 
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I. The Girl or Woman 


1. Her family 
a, Heredity and health of family 
b. Social history of family 

(1) Occupations 

(2) Earnings 

(8) Marital history 

(4) Type of family life, including size of family, education of 

bot. parents, religion, ete. 
(5) Boarders, lodgers. ete. 
(6) Relatives other than immediate family: 


2. Her general history 
a. Date of birth 
- b. Place of birth 
c. Race 
d. Residence 
e. Civil condition 
t. Mari-el history and composition of family, if anys 


3. Her health 
&. Past history 
b. Present oondition 
(1) Doctoz’s examination 
(2) Wasserman or other test if advised 


4, Education and mentality 
a. Length of time in school 
b. Age, grade and reason for leaving 
c. Vocational or other training 
d. Mental examination 
Occupational history 
a. Occupations and how long held r 
b. Earnings in each 
c. Capability ss learned from teachers, employers and others 
6. Recreation 
a. Kinds and extent : 
b. How gupervised i 


7. Religion S 
&. Church —MÜ their extent, duration and influence 


8. Sex life 
&. Wes her adolescence normal? 
b. Was she ever given instruction in matters of sex and tf so, by 
whom and when? 
c. What has been her sex experience, including her relations with 
the father of her child? 
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9. Other facts 
a. Age et leaving home, ressons and conditions under which ahe 
has since lived a 
b. Cour; record , ` 
c. Institutional record 
d. Known to other agencies 


10. Relations to child 
a. Ability to care for child 
b. Desirs to care for child 
li. Ths man 
All of the above facts, with special emphasis on marital history, com- 
position of amily if any, and economic capacity 
II. The Child 

1. Date of birch 

2. Place of birth 

3. Physical condition 
a. Doctor's examination 

4. Dispositions 

5. Js ees ae eats tits cee 


In making our inferences from the facts which have been learned 
by the investigation, great precautions must be taken. In the field 
of sex there is much prejudice and likewise much that is pathological. 
We must utilize the help of experts wherever possible. 4 

“And a little ckild shall lead them." In our work with the 
illegitimate family, our strongest ally is the child. How frequent it 
is in the experience of every social worker that while during the 
pregnancy of an illegitimate mother, everyone turns against her, 
when the child comes, it makes an irresistible appeal and wins its 
own way into the hearts of those who should care for and protect it. 
Therefore our first effort should be to give the child every oppor- 
tunity to be seen and loved and cherished, first by its mother, then 
by its father and lastly by its other relatives, 


Baro eae THE CHILD’ 8 Hioni 


After all it is the child that is our real interest and it is his or her 
welfare that we are nost vitally interested in securing. We have 
emphasized above that the illegitimate family is a unit and as social 
workers we consider all the members together. This does not 


t See Chapters IV and V of “Social Diagnosis" by M. E. Richmond; algo Will- 
iam Healy, “Mental Conflicts and Misconduct,” 


108 THE ANNALS OF THE AMERICAN ACADEMY 


vitiate the fact that the welfare of the child is supreme and that we 
work for the welfare of the father znd mother largely in order that 
we may do our utmost for the child. This plastic little creature, 
full of possibilities, must have its future safeguarded; we must seek 
to give him or her the best possible nurture and support, as nearly as 
possible as if he had been born in wedlock. It is our privilege and 
our problem to see how we can conquer social conditions so that ne 
will be handicapped as little as is Fumanly possible. How shall we 
accomplish this result? 

We must take into account the disse and potentialities of 
‘ both parents, arousing them if possible to make a plan of their own. 
We must meet them on their own level, working with them in order l 
that they may understand their own problems and develop thair 
own resources and character to meet their situation. It has been 
pointed out that we must remember that the father as well as the 
mother may be in vital need of our help, that he too may be passing 
through a moral and spiritual crisis needing friendship and guidance. 
Above all we should not make a plan for our clients and seek to 
force it upon them regardless of their coöperation. Such work is 
pedagogically unsound in that it fails to arouse the individuals to 
self-help and independence. 

Having eliminated the idea of punishment, we shall try to 
arouse in both parents a love for and a responsibility for the child. 
We shall help the mother to get away from a sense of shame and 
arouse pride and joy in the life of the child; we shall try to inspire 
or liberate the father’s protective instinct toward his child, arousing 
any paternal feelings that he may have. We shall reconcile out of 
court whenever possible, first considering marriage (if both the man 
and woman are unmarried). This however must never be forced. 
When in such cases there is genuine affection or respect between 
both parents or when in both a real affection for or interest in the 
child appears, then marriage may be the best solution if both parents 
so decide. If marriage is not the best solution, then seek to arrange 
voluntary agreements, legally sound but out of court, thus doing 
away with the undesirable publicity which has to occur even in our 
best courts. Such voluntary agreements out of court should not be 
accepted if the amount agreed upon is much less than it would be 
if the case were won in court. 

As & last resort the majority of cases should be taken to court, 
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the paternity of the child established and a court order placed upon 
the man. It is remarkable in how many cases the self-respect of a 
girl is increased wken the paternity of her child is established. 
This must be done elso because every illegizimate child has a right 
to know who its fatker is. Are we not in this country beginning to 
feel that the Norwezian ideal of securing support in every case is 
practicable and desirable or at least that it should be secured far 
more generally than it now is? This means that better court meth- 
ods and more humare ways of dealing with the mother will have to 
be devised and also better machinery for enforcing the orders which 
many of our courts are placing upon many fathers of illegitimate 
children. The amount of these court orders will inevitably be in- 
creased, especially in the case of any men who are economically well 
off and in such cases the period over which such orders shall be paid 
will undoubtedly cortinue to increase. In all of these court orders 
we must differentiate between the just claim of society for the eco- 
nomic support of the child by its father and the questionable ‘claim 
of the mcther for damage done her or the equally questionable claim 
of society for punishment of the individual man for violating its moral 
code. Economic support from the man (as well as from the woman) 
is to be enforced, for Zailure to support any child is a crime Which 
the state cannot tolerate for its own well-being. 


INDIVIDUALIZATION OF TREATMENT 


So far in our discussion of treatment, we have failed to stress a 
principle of ease work "which is as vital in work with the illegitimate 
family as itis with tke legitimate. This principle is individualiza- 
tion of treatment. The day is past when all illegitimate mothers 
were sent to a rescue home as they were corsidered to need moral 
reformation to atone tor the sin they-had committed. It is still 
true, however, “that ;here are few tasks requiring more individuali- 
zation and there are faw in which there has been so little." 5 Indi- 
vidual differences are the basis of social life. So complex is human 
nature, 80 varying are the threads that combine to make up an 
individual] life that in 29 two cases will our diagnosis be the same and 
in no two cases will ouz treatment be identical. One test of good case 
work with this group gs with any other is the ability to be flexible, to 
adjust ourselves to tke changing needs of the individuals whom we 


5 M. E. Richmond, “Focjal Diagnosis," p. 413, 
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are to help. This being 80, we must hesitate to lump any of these 

groups into classes or a series of classes. The affixing of a label may 

apparently simplify our work, and we yearn for simplification in a 

field so fraught with difficulties. We therefore question the classi- 

fication Mr. Carstens made in his discussion at the National Con- 
ference at Pittsburgh when he divided illegitimate mothers into three 
classes, the good, the vicious and the defective. Itis true of course 
that those illegitimate mothers who are diagnosed as feeble-minded 
by a psychologist do constitute a group by themselves. This, how- 

ver, is the only group that can be scientifically measured off, and 
even within this group we must to a certain extent apply the prin- 
ciple of individualization of treatment. In the main the dangers of 
classification more than offset the advantages. 

l From the frst, it is vital that the health of the mother and 
baby be protected. The infant mortality of illegitimate babies is 
three times that of legitimate. For this reason we must encourage 
the illegitimate mother to seek medical advice a8 soon as possible 
after conception and to continue it regularly during pregnancy and 
after the birth of her child. For this reason as well as for others 
‘some social agency should continue care of both mother and 'baby 

.a3 long as possible. Under the Minnesota Children’s Code, the State 
Board of Control may offer to the unmarried woman about to be- 
come & mother its aid and protection even before the birth of her 
child and it is further provided that where a woman is peceived in a 
hospital expeeting the maternity oi an illegitimate child, the person 
in control shall at once notify the State Board of Control. In other 
places where there is no such provision, it is disputed whether one 
central agency should handle all ths cases of this kind or whether. , 
those agencies that naturally first come into contact with them 

. should continue their care. Some hospitals are doing unusual work 
with this type of case, e.g., the Social Service Department of the 
Massachusetts General Hospital which works with the mother a 
long time before the birth of the child, endeavoring to instill in her 
an interest in keeping the child when it is Men preparing her mind 
and her mode of life. 

It seems vital in the majority of eases b keep the mother and 
child together at least for the first six months of the child's life, when 
the mother should be helped to nurse the baby. Nursing a child 
successfully, however, is so largely a psychological DRM it ig 
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not enough merely tc keep mother and child together but we must so 
place the mother tha; she may have the maximum of content as well 
as of physical well-being. One questions whether a mother can be 
forced to nurse her caild. Should we not rather bring her to see it 
as a joy and a privilege in order to safeguard her baby’s life? The 
problem of supplying work for her at this time is a difficult one. In 
some cases it is possible for the mother to act as wet-nurse to other 
children and thus to eupport herself and her child. Some maternity 
hospitals are keeping the mother in the hcspital long enough to 
train her in some form of employment and to assist her in securing 
the same, allowing her to live in the hospital and to keep her child 
there while she begins her work. 


PERMANENT WORK FOR THE MOTHER 


The problem of the best regular work for the mother after the 
nursing period is a pressing one. In the pasz, domestic service has 
been the usual soluticn. Domestic service, however, supplies more 
illegitimate mothers tian any other occupation. Is this not because 
domestic service is the most unstandardized of all types of work? 
Its hours of work are excessive, there is little opportunity for rec- 
reation or normal companionship and it is an Dccupation that is con- 
sidered menial by the average person of intelligence, with the conse- 
quence that the most anskilled workers enter this field. If domestic 
Service seems the occupation fitted to a given :ndividual's tastes and 
&bilities, should we not seek to give them training first in this field 
and then to find them opportunities to work with employers who 
wil understand their need of a sane, who.esome life, including 
standardised hours, recreation and companionship? The problem 
of recreation and social life for the domestic employe is one which 
intelligent women must solve. Until we cen find more socially 
minded employers, s3ould we not hesitate to place illegitimate 
mothers at domestic service but rather seek 2o find other types of 
employment fitted to she individual's capacity and training? How 
the mother is to do various types of work and still keep her child is a 
problem. 

The ideal solution is where the mother can live in her own paren- 
tal home, doing part time work in the home or going out to work while 
some member of her own family looks after he- child. If this is not 
possible, it is sometimes feasible to find a boa-ding home where the 
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mother may live wiih her child, going out to work by the day and 
leaving her child in the care of the woman with whom she is boarding | 
who may herself be the mother of small children. The more normal 
such a home life, the better for our client and for the child. What- 
ever work is found should be interesting, with adequate remunera- 
tion and allowing some chance for advancement. Wherever pos- 
sible an effort should be made to secure funds either from relatives 
or from scholarships to give the mother vocational training to equip 
her for a more highly skilled and mcre interesting type of work. 


A NORMAL LIFÐ FOR Tan Morar 


Above all we should aim in treatment to reinstate the mother in 
normal life, that is, to place her in such a way that in addition to 
interesting, remunerative work, she will have normal social contacts, 
companionship with others of her own age, if possible of both sexes 
under supervision. She needs wholesome recreation supplied to 
her through clubs, in settlements or church or trade union groups. 
She needs to feel herself a personality with possibilities of life ahead. 
And all of the above must be supplied to the child as he grows up. 
In addition we must seek to make for both mother and child the 
normal religious contacts, helping the mother to find her place in her 
church group if she at one time belonged or, if not, opening up this 
possibility for her in whatever way may best fill her need. For both 
mother and child strength from this source may do much in helping 
them to face the extreme difficulties of their lives which we at best 
can but soften. 

Lf the above conditions ean be fulfilled and the mother and child 
can be kept together, there must be a gain for both. The relation 
of parent and child when it really exists is basic and is one’ which 
should never be broken until every-effort has been made to strengthen 
it and test out its reality. The child needs the family life and ties 
and the mother needs the child. Yet, as in the case of marriage, we 
should not force the external living together if 1t is only the shell of 
the relationship which is existing. Keep mother and child together, 
then, if the mother is fitted to give physical, mental, moral and at 
least part of the financial care to her child and to be happy in doing 
it. Under such conditions it would seem as if no other plan could 
so securely safeguard the child’s future. If, however, the mother is 
not fitted to give such care to the child, and cannot be trained for 


THe ILLEGITIMATE FAMILY 113 


it while the child is with her, it seems unwise to keep mother and 
child together. ,Perhaps a temporary separation may be the solu- 
tion, in order that the mother may be trained for more adequate 
parenthood in the future. If she is incapable of being trained under 
any circumstances, it seems clear that a plan should be made for the 
child away from its mother, with her relatives if possible, with the 
father or the father’s relatives or in some other situation where it 
will have as nearly as possible normal home life. In the case of a 
defective mother the baby should be separated from her just as soon 
after birth as the physician deems wise. 

In cases where there is no relative who can adequately care for 
the child, we are faced with the question of adoption. In this vol- 
ume of The Annals J. Prentice Murphy has outlined certain ques- 
tions which must be answered before the legal adoption of any child 
is arranged for. We must stress the fact that this should never 
be encouraged until we know all the facta about the child's own 
parents and relatives and are reasonably sure that they can never 
offer it a suitable home. The writer has in mind a case where a ` 
social service worker made only a cursory examination into a child’s 
home situation before securing its adoption by a wealthy doctor. 
At the time she thovght that the father had deserted and she knew 
nothing of the possibilities of his returning and the family being 
restored to normal life. Although it later turned out that the child 
was illegitimate, it was by no means clear that the child’s own rel- 
atives could not hav» cared for it adequately. Untold harm may 
be done in this way. Another aspect of the matter that should be 
considered is that of disease and heredity. No child that is of dis- 
eased and no child of feeble-minded parents should be placed in any 
home for adoption urtil the foster parents know the full facts of the 
case and are ready tc take every precaution to see that the disease 
is not passed on to others and that later-in life the defective germ- 
plasm is not mated w-th normal stock, thereby passing on the defect 
and causing-much preventable misery. 


DEALING WITH TEE ILLEGITIMATE FAMILY 


Should case work with the illegitimate family be conditioned 
by exactly the same considerations as case work with the legitimate 


* See his erticle in this volume on “The Foster Care of Neglected and De- 
pendent Children.” 
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family? This question has been variously answered: in one way in a 
paper at the recent National Conference in Pittsburgh, and in various 
ways by the different conferences on illegitimacy in their more inti- 
mate councils. Our answer ‘is that it both should and should not be. 
In the main “the methods and aims of social work are or should be 
the same in every type of service."" The individuals constituting the 
illegitimate family do not necessarily differ in any wise im physique, 
character or ability from those constituting the legitimate family.? 
The principle of individualization of treatment applies equally in our 
work with both groups. There is, however, one factor which is pres- 
ent in every case of illegitimacy which in the opinion of the writer 
inevitably affects our case work with this group. That fact is that 
the man and the woman have both broken the law or the “mores” 
of the larger social group in which they live. It is true that the 
laws concerning illegitimacy have varied in a most interesting way 
as we follow down tke pages of history, but failure to conform is a 
_ distinct social phencmena which must be studied. Therefore in 
every case of illegitimacy we have an added consideration to study, 
i.e., why did both the father and mother break the law and bring a 
child into the world without the legal sanction of their group? In 
the widowed group the specific maladjustment which brings the 
woman to our attention is of a different kind; in the deserted wife 
group the man and woman have followed the law at least to the 
extent of legally forming their family and the man has given the 
woman and child his protection for at least a period. In the illegit- 
imate family the psychological attWude of. both the man and the 
woman will inevitably reflect the iact that they have broken the 
law and we must understand in just what way this is so. 

In the second place, case work with the illegitimate family will 
be conditioned by different considerations than that with the legit- 
imate family group in that treatment with the illegitimate mother 
must always bear in mind and depend upon what society’s attitude 
is toward the girl. Public opinion is such a strong force and can 
punish so severely those whom it condemns that we must reckon 


1 M. E. Richmond, “Social Diagnosis,” p. 5. 

‘Undoubtedly a certain percentage af unmarried mothers are feeble-minded 
but this is also true of married mothers. There are probably more feeble-minded 
among the illegitimate mothers than among the legitimate but thia tells us nothing 
concerning any individual in either class, 
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with it, no matter Low unjust we may consider its decisions to be. 
This is well illustrated by the case of Mrs. B, a widow with five 
children whom a reef agency had been assisting since the death of 
her husband. When calling on the undertaker to learn the number 
of her husband’s grave, he assaulted her with the result that she 
became pregnant. From previous experience with this woman and 
from all that could be learned, she was entirely innocent of any 
wrong, but the prob.em that faced the case workers was inevitably 
very different from that which would have faced them under any 
other conditions. The coming child had been conceived contra-y to 
the laws of society and public opinion must be reckoned with in our 
work with this motker, with ber child and with its father. The 
social case worker in this case has a definite responsibility thrust 
upon her to educate publie opinion by her case work to a more just 
attitude. It may be a great temptation to do the easy thing, to 
help the mother move to a different locality and to start life afresh, 
but two conferences which deliberated long and carefully on this 
case felt that such a plan would be cowardly and that it was a def- 
inite responsibility to help the mother through her confinement 
and to return her to {he community in which she lived. Then with 
economic help from tae father of her child, as well as from the social 
agency, she could show that the mother of an illegitimate child can 
be worthy of confidence and can in every sense of the term be a good 
mother to her illegitimate child as well as to her legitimate children. 

Social case workers then who are working with the illegitimate 
family must do much hard and careful thinking. They must have 
in mind the historical development of the family, must be in touch 
with the findings of modern criminology and above all, must have 
courage and sympathy to work with their clients, on the one hand 
reéducating them and, on the other, reéducating public opinion. 
The maladjustment which results in the problem of the illegitimate 
family is part of our evolving standards of family life. _ 

May we not therefore emphasize the need of a higher concep- 
tion of parenthood and of family life as a means of preventing this ' 
very evil? The maladjustment which resulted in the birth of an 
illegitimate child came partly at least through ignorance or the 
failure to realize the wonderful responsibility and great possibilities 
of sex in its finest sense. We must see that the right kind ‘of sex 
education js given to the illegitimate child in its turn in order that 
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he may see the full measure of his possibilities. But if our case 
work is to be truly sound, we cannot stop by applying this only to 
the illegitimate child but we will do all in our power to supply every 
child with a sound foundation in health, vocational education, nor- 
mal social contacts and recreation, and, above all, to give it the 
vision of what life mey mean when every individual man and woman 
keeps sacred and untouched this creative power of sex until its 
exercise will bring only joy to the individual and welfare to society. 


THE FOSTER CARE OF NEGLECTED AND DEPENDENT 
CHILDREN 


Br J. PRENTICS MURPEY, 
General Secretary, Boston Children’s Aid Society. 


More than fifty years of controversy on the part of children’s 
workers as to which offers the better care,—the family or the institu- ' 
tion,—would never have taken place if all the parties interested had 
enjoyed & common understanding of the significance of what the 
modern social worker calls case work, that elastic, imaginative, 
penetrating understanding of each individual in need, that process 
of interpretation thet never looks upon the individual as a solitary, 
isolated being, but as very closely related to many people and 
things anc difficult +o understand. 

Most of the wcrkers engaged in the children’s field of service 
have for years past developed systems of care and methods of treat- 
ment which they fel; were indisputably right. One of the interest- 
ing developments of a good case work job is the discovery that it 
becomes increasingly difficult to classify rigidly the children or 
people you study. One child will be considered by an ineffective 
social worker as dependent but by a much more skilled worker as 
representing a variety of conditions other than dependency. ‘There 
are copious illustrations along this line in society’s treatment of 
adult delinquents. The more we know of the conditions causing 
crime, the more do we understand that pure delinquency as such 
_is a very rare condition in any individual’s life. Just so we discover 
through case work that pure dependency and pure neglect are equally 
rare conditions in the lives of children. They may be neglected; they 
may be in need of foster care; but they are also a series of different 
entities, some intelligent, some unintelligent, some capable of great 
growth, others not, some well, some sick, some properly trained, 
many improperly treined, some in need of a certain special indi- 
vidual touch, others equally in need of a radically different over- 
sight and supervisior. 

The laboratory method has prevailed less in children's work 
than in most other fields of social work. There has been little actual 
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studying of methods and results, little open-mindedness; but on 
the contrary, often a fierce and violent contentiousness on the part 
of advocates, irrespective of the system in question, who were con- 
vinced that those differing from thero were entirely in the wrong. 

We are here considering foster care of children who by reascn 
of sickness, death, incompetency, improper guardianship or wilful 
neglect on the part of their parents or relatives, must be provided for 
in foster homes. We are not including in this group children whose 
parents are suffering solely from poverty. Such children do not 
properly come within the scope of an organization giving foster 
care, but fall within the field of organizations giving relief in any 
form or able to advise and otherwise assist in the carrying out of 
plans which relieve the condition of poverty without giving material 
relief. We are not eliminating from this neglected and dependent 
group, children who by reason of the parental treatment they have 
received present special problems in the way of discipline buf who 
do not fall within the so-called delinquent class. 

All of the countries of western Europe, and the United States 
and Canada have for two generations been engaged in the process of 
developing certain special methods looking to the best care of chil- 
dren who for any reason must be taken from their own families. 
The time has arrived, however, for a proper understanding of the only 
dependable method of approach to the care and treatment of such 
children. The whole controversy between institutions and agencies 
engaged in children’s work and giving different types of care can be 
settled only through the application of good case work. Only in 
this way can there be carved out for each child that type of care 
which it most needs, and for each institution or agency that task or 
service which the community where it operates most needs. 

The introduction of case work has meant the revolution of medi- 
cine and law and is megning the revolution of social work. Every 
branch of social work which is touched by case work methods, is in 
process of revamping its technique, with.such results as make the 
newer type of service a very different thing from the service of even 
a few years ago. The problems of the destitute, of the sick, of the 
insane and mentally defective, of the delinquent, of the dependent, 
are now being expressed in terms of hopefulness and understanding 
such as were almost entirely absent in the past. This case work ap- 
proach to work with children has particular significance because 
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children more than any other members of society will most benefit 
from it. 

The approach t any neglected or dependent child, as to any 
other individual, adult or child, should be m&de only in the spirit 
of understanding his needs, of trying to meet them rather than with 
a feeling that his needs have already been interpreted; that he has 
already been elassifie1; and that rigid and inelastic methods of treat- 
ment are always proper and wise. With such diverse groups of 
children, whose needs arise by reason of certain conditions in their 
own homes, the children’s organization must deal, and it must so 
adjust its work as to be able to provide the special and intimate 
services, svmpathies and understanding, which are the right of 
every child and without which no child can develop normally. 

It isthe task of the social worker to know the children with whom 
_ he or she is dealing, to see things from their standpoint as much as 
from the standpoint of the adults and others who have affected the 
life of the particular child, and then to try to provide through social 
treatment the essentials which careful study shows the child to have 
lacked. Therefore, every children’s organization which expects to ` 
do an effective, helpful service to the children and to the community 
which it reaches, must be provided with workers who are com pe?ent 
to understand the sccial problems which the children present, to 
get their right relationship, and then to apply the most effective 
social treatment. | 

This better type of egre will in many instances apparently eost 
more than less thorough work, but actually the best and most com- 
' plete service to an incividual in need, no matter how great the cost, 
is in the end the leas; expensive. Moreover, on the cost side, the 
war has fastened upoa many people of all social positions this one 
great idea; that if so much money can be spent for a special national 
proteetive work, ther with equal justice may society publiely or 
privately spend far larger sums than we have thought advisable in 
the past for the proper care and training of thousands of children 
who through no fault of their own stand in need of development and 
opportunities which their parents cannot or will not give to them. 

_ As has been noted, we are not concerned in this paper with the 
problem of eare for children in families where poverty is the chief 
cause of distress. Ons general principle should control all work for. 
children, namely, that the child’s own family ties with parents or 
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other relatives, if it is living with the latter, should be broken only 
as a last resort. Because good case work does not hold with all 
children’s agencies, this principleis not observed ; action is often taken 
in ignorance of the child's real home conditions and resources, and ` 
he is injured rather than helped: for foster care, although it ‘may 
be of the best, is nevertheless, in many instances, a poor substitute 
for the care which parents could and would have given if the means, 
opportunities or advice, had been provided. Even applications for 
temporary care of children should be carefully studied because often 
the thing asked for is mot what is needed and other than temporary 
care may be necessary and imperative. 

The work of the Bureau of Investigation of the Department of 
Public Charities, New York City, under Commissioner Kingsbury, 
is proof of how more careful case work means the keeping of many 
children with their own people. Fewer children were committed 
by the Department to the children’s institutions in New York City 
during the last years of Mr. Kingsbury’s term than were committed 
during the term of the previous Commissioner, the decrease being 
the result of a more careful understanding of family problems affect- 
ing thousands of children. 


PS 


Case METHODS ÁPPLIED 


Let us apply case methods to the following special problems 
which concern everv social worker and especially every ‘children’s 
worker. Consider the question of adoptions. A study of the 
reports of certain children’s home and children’s aid societies and 
certain institutions scattered all over the country, shows a surpris- 
ingly large number of complete adoptions of children for each year 
of their work. A study of the reports of other organizations, often 
in the same localities and usually dealing with the same types of 
‘children and caring for equally large numbers of children, shows 
almost no adoptions. Why is this so? Careful study leads one to 
feel that the difference is due largely to the lack of adequate case 
treatment on the part of the first class of agencies and to the use of 
good case methods on the part of the second class. 

The case work approach to the adoption problem presents a 
series of very special difficulties. First, the more one studies intake 
{that is, the more one studies the applications for care presented by 
parents, relatives, interested friends, and codperating agencies, 
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publie and private), the more one finds out that there are relatively 
few children without some ties of relationship which should be pre- 
served. This holds equally true for the child who is usually adopted 
and for the child who is given long time free home or boarding care, 
either in institutions or families. 

The great majority of children now given for adoption are 
illegitimate ehildren. However, & large number are the children of 
lawfully married people, who for a variety of reasons are willing to 
give up their children or to permit their children to be taken from 
them under curiously illegal legal agreements entered into with 
the caring agency. 

'The well trained social worker will try to preserve for & depend- 
ent or neglected chilc such ties of relationship as will help it. She 
will also understand that full knowledge about the child she is help- 
ing will inevitably mean better care. . 

The adoption of a child should mean the answering of at least 
these questions: 


1. Is an 1njury being done to its parents or relatives in taking it from them 
or keeping it from them? 

2. Are they quite uneble, with proper assistance, to train their own child? 

3. Are we certain that the adoption proceedings do not represent an escape 
from proper responsibilities on the part of a parent? 

4. Is the child well physically? Is it well mentally? 

5. Have we fully satisfied ourselves as to why in each particular instance the 
relationship, provided the parents are living, is being severed? 
^ 6. Are we trying where possible to keep alive the relationship between broth- 
ers and sisters, assuming that the child considered for adoption has brothers and 
sisters? 

Our failure as communities to apply case work methods to the 
adoption problem has meant that courts, communities, governing 
bodies and social agencies have quite underestimated the significance 
of their large adoption rates. Social conditions are not right in a 
community that year by year is agreeing to adoptions of large num- 
bers of children. 

Each urmarried mother takes on an entirely new significance if 
we survey the adoption of her child in the manner suggested. "The 
maternity homes get into a right relationship to their jobs when case 
work methods are applied. Our failure to apply the case method to 
legitimacy has meant our failure up until now to get the real sigrif- 
icance of our illegitimacy situation. Only as innumerable stories 
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are studied and analysed will we get beyond the stage of simply 
passing out illegitimate babies without knowing exactly why they 
come and how the tragedies back of each little child may largely be 
prevented. 

Careful case work with unmarried mothers shows a high percent- 
age of capable mothers who, if given the opportunity, have training 
possibilities which would benefit their babies. Careful case work 
also shows that many unmarried mothers are feeble-minded or 
suffering from syphilis or gonorrhea, and frequently that babies of 
the latter class suffer from syphilis. How necessary does it become 
to see that babies with this inheritances of feeble-mindedness or 
disease are not placed in families where the opportunities offered 
will be wasted upon them. 

Our tendency to provide foster care for illegitimate children so 


` easily and so constantly, in ignorance of the conditions from which 


the child has sprung, is evidence of the fact that legal- injustices 
with reference to illegitimate children and social injustices with 
reference to mother and child still persist. 

When each unmarried mother and her child are studied with a 
view to their best development, there will be many instances in 
which it would seem wisest to arrange for the adoption of the child, 
and these children will then be most accurately placed in families 
according to their abilities based on physical and mental health. 
More mothers will receive support from the fathers of their babies, 
more mothers will be assisted in getting from the experience of un- 
married motherhood that protection which will help them and their 
children and the state. At the present time the failure to apply 
case work generally to the illegitimacy problem means a ruinous 
shifting of responsibilities to other parties who do not always con- 
tinue with them. The best societies for the protection of children 
from cruelty are constantly removing children from adoptive homes 
where conditions of neglect hold, the primary reason for the condi- 
tion of neglect often being due to the fact that some agency or person 
at the time of adoption did not know the whole story with reference 
to the child’s physical and mental history. 

All students of the problem of child care agree that the normal 


family is the ideel place for the rearing and training of children. 


This position was emphatically affirmed at the White House Con- 
ference in 1909, and has been constantly reaffirmed since then 
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by children’s workers of all interests, including institutions and 
placing-out societies. The chief difficulty on the part of the leading 
institution people is their fear that there are not enough good 
families. An adequete understanding of neglected and dependent 
children on the basis of good case work, prevents one from saying 
that either family or institutional care exclusive of the other com- 
pletely meets our needs. However, the more carefully the children’s 
organization, whether institution or placing-out society, studies its 
applications in terms of case work, the more constantly does it see 
that it must continucusly base its major services on something 
approximating family life. 

It was case work although this term was not used, that led to 
the development of the cottage type of institution; it was case work 
that drove home the idea that the congregate prison is an evil and 
a terribly injurious irstitution; it was case work that showed the 
courts that community life and family life may be tried with increas- 
ing numbers of those charged with delinquencies and with helpful | 
results; it was cdse work that carried the hospital contacts from 
bed-side or clinic out into the family and the community; it is case 
work that is making each progressive children’s agency see every 
child it receives as having a variety of needs which can best be met by 
family life or its approximation if they are within an institution, and 
that the desirable thing is to strive to transfer the training task as 
rapidly as possible to family centers. 

Thorough case work, as applied to home-finding or more specif- 
ically the securing of Zoster family homes for children, is of very 
recent growth. The fact that home-finding methods generally have 
contained so many elements of chance has made many institution 
people feel that good institutional care is a much more certain and 
definite thing to follow. If potential foster homes are studied in 
exactly the same way that other families known to social agencias 
are studied, the element of chance is increasingly eliminated ard 
then is there possible that adjusting of particular children to particu- 
lar families which so many of us have talked about and so seldom 
realized. Ir the home-inding job had always been what some of 
its advocates have said it was, there would be few types of institu- 
tional care in existence. The application of case methods to this 
division of children’s work will effect as great a revolution on the 
home-finding aide as on the institutional side. 
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It is a fact that most families into which neglected and depend- 
ent children finally zo for care are selected in a pretty superficial 
way. Even reputable children’s agencies which exercise great care 
in determining the children they will receive are content with much 
less thorough service in selecting the foster families to which the 
children are to go. Most well organized cities throughout the 
country now have confidential exchanges and yet it is rare to find 
the children’s organizations using these exchanges for their foster 
homes. 

A potential foster home should be studied with the utmost care 
and everyone having important knowledge as to its training ability 
or disability should be searched out. In too many instances work- 
ers are,prone to let the question of approval rest on a small fund of 
information furnished by the family plus a few references which they 
have given, and occasionally information from independent sources 
known only to the society. It is no wonder that the most thought- 
ful students believing in the institutional methods—who see only the 
work of these agencies—look with questioning on such a procedure. 

Family home work for babies is largely a matter of getting ex- 
pert physical care. Yet an organization paying regard only to the 
physical factors may by reason of faulty work do great i injury to the 
unmarried mother of a baby in such a home. One society reported 
the family of a physician who with his wife was able to give most 
intelligent care to certain babies placed with them, and there were 
na difficulties offered until the baby of a young unmarried mother 
was placed in this home. Then the discovery was made that the 
physician was a man of low morals and had gravely tempted the 
girl immediately on his learning that she was unmarried. 

Where families are being sought for the foster care of babies, it is 
' not necessary to search only for good disciplinarians, or for people of 
unusual education, but the homé life must be good, especially wiere 
there are contacts with unmarried mothers. Often the most 
effective work done is through the foster mother rather than the 
visitor, who is most directly concerned with the supervision of the 
mother and baby. 

For quite a long while a difference of opinion has existed among 
the children’s workers most interested in the care of children in fami- 
lies, with regard to the value of free homes as against boarding homes. 
The advocates of the free type of home have contended that they 
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used & better type of home than was true of the type largely engaged 
-in boarding out. If »nes&pproaches the dispute with a view to ascer- 
taining all the facts, or in other words follows the case method, 
certain things will stand out: first, that free homes are generally 
restricted to very little children who &?e without family ties or whose 
family ties can be severed without opposition from parents or others. 
These children are supposedly well and must generally be attractive; 
that is, sick, diseased or unattractive children do not come within 
this elass. Second, older children, generally over twelve, are re- 
ceived into free homes because of certain services they may render. 

It therefore beecmes evident that a great many children whose 
. family. ties cannot be severed, or children who are unattractive and 
come from poor, low grade homes, who are sick or impaired pays- 
ically or mentally, must be provided for in other than free homes. 

: In many states which have developed strong free home agencies, 
agencies that do almost no boarding out, there has also grown up & 
number of institutions which under this system have to take over 
the job of caring for children whom no one is desirous of fitting into 
families. Moreover, many of the free home organizations have felt 
strongly that to deve.op a boarding out service, that is to provide 
board in families for these children whom they could not place in free 
homes, would tend to decrease the scope of their free home work. 


1 The situstion in Messachusetts has been pointed to as bearing this out. 
This state has approximately 10,000 children in families under the care of public 
and private organizations. Of the 10,000 approximately two-thirds are in board- 
ing homes. There is none of the free home development in the state such as holds 
in other states, but there is likewise none of the institutional development, because 
the public and private organizations are quick to give family care to a child even if 
board has to be paid when they are certain that such children cannot secure 
opportunity for free care," 

The situation in New York illustrates the results of a non-boarding out devel- 
opment of the children’s fied. ‘There has grown up alongside the important free- 
home children's agencies an increasing institutional population. Part of this 
institution growth hes no doubt been due to the subsidy system, but a large part 
has been due to the fact that there were no private agencies standing for the boa-d- 
ing out idea. In other words, the case work method, involving elasticity and ad- 
justment to the needs of a particular situation, was not in evidence. 

The developmen: of the children’s Home Bureau of the New York City De- 
partment of Public Charities and the placing of many hundreds of children in 
families at board during the first year and a half of the Bureau’s existence, is strik- 
ing proof of the wisdom of this-addition to the free home equipment in the state 
and hag suggested to 3ome of the best institution people opportunities for growth 
and a transfer of activities f-om the institution to the family plan. l 
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It is utterly useless to say that family care is better than insti- 
tutional care for a particular child, unless we are prepared to give 
continuing, penetrating supervision. ‘A children’s society placing 
its wards in families and giving inadequate supervision is offering 
no arguments against institutional care but may be offering many 
in favor of it. . | 

Good case work in the children's field, among other things 
involves seeing an ascepted responsibility through to its conclusion, 
yet it is not good case work so to load a visitor with children placed 
out in families as to make it impossible for her to do more than pay 
& few fleeting visits in the course of a year. The standards set by a 
small number of children’s organizeuons of forty to fifty children to 
a visitor are simply not accepted by children’s agencies general y. 
If the development of opportunities for free home care is checked, 
the fault is due to the neglect of the workers rather than to the in- 
jurious results of the boarding out plan. Almost none of the agencies 
using either method exclusively have accumulated important history 
records for the children in their dare. This has meant, of course, a 
lack of accurate and complete data which must preclude any scien- 
' tific study. It cannot be stated too frequently that this whole ques- 
tion of child care is capable of scientific interpretation and unsup- 
ported opinions must give way to statements based on facts. ; 

On the other hand, few institutions have kept records of their 
work in such shape as to make it possible to study now the results' 
of their services &nd determine wherein certain types can best be 
cared for in institutions rather than in families. A careful study 
of cage histories of children in need of temporary care, conducted by 
both institutions and family agencies, ought to disclose data as to 
_which has brought the more helpful service to the children. 

The executive officers of the Massachusetts Trustees for Train- 
ing Schools, who have in charge the three state industrial schools 
for children, feel vary strongly that whereas probation for a child in 
the community represents a procedure that should be tried in almost 
every instance where a juvenile delinquent is involved, yet the 
dividing line between what a family can do and what a training or 
_ industrial school can do for a child is not clearly and definitely under- 
stood by very many children’s workers. This same indefiniteness 
holds in the matter of institutional and family care where neglected 
and dependent children are involved. The doctors and lawyers 
: £N 
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are constantly expressing medical and legal problems in terms of ' 
cases. Dr. Richard C. Cabot’s "Differential Diagnosis" is an 
evidence of something that we should have in social work. The 
problem of the bes; kind of foster care, whether in families or in 
institutions, could best be stated and understood if we had mono- 
graphs giving histories and treatments of given groups of children: 
children related; children without relatives or brothers or sisters; 
children with ro spezial problems, others with very special problems 
of health, impaired minds, or bad habits. 

Returning to tae matter of adoptions, it would throw great 
light upon a most important question if certain organizations dealing 
with neglected adoptive children could study and re-state for the 
publie the histories and treatment of the children involved and give 
especially the reasons why these children had to be removed a 
second time often from homes of neglect. 

The case method is also admirable for use in weighing the ad- 
vantages and disadvantages of the community in which an effort 
is to be made to place childrer in families as against giving them 
institutional care. There are many communities in the United 
States offering less than a proper minimum in the way of social life. 
The schools are poor, the terms are short, industrial opportunities 
are nil, housing is bad, the country is sparsely settled,—it is folly 
for any children’s worker to contend that where such conditions 
prevail proper family life with necessary neighborhood contacts 
will be found in sufficient quartity always to provide for all the 
children in need of cere. 

The tendency of many or tke child-placing agencies to sing the 
praises of the ideal home and then to dodge so far as actual work is 
concerned the care and adequate training of the more difficult chil- 
dren referred to them, with particularly serious results at the time of 
adolescence, has thrown upon the institutions a very difficult task. 
This has particular re-erence to the giving of care to dependent or 
neglected older boys end girls. Every well-informed child-placing 
agency knows that when children of twelve or thirteen or fourteen 
years are referred for care, the problem of treatment, and the cer- 
tainty of good results are very different from the cases of múch 
younger children. 

The family gency in receiving a child at this age has a much 
more difficult if not impossible task in building it into the texture 
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ofafamily. Years of neglect make most necessary for the particular 
child very intensive, special care and not every good home, good 
from the standpoint of morals, cleanliness, intelligence, ete., is able - 
to provide that‘accumulation of interests which the adolescent child 
demands and has to have. The psychology of this particular chil- 
dren’s situation has not been shaped up, at least so as to affect the 
work of children’s organizations as a whole. 

A certain type of institution, the like of which'is rare, might 
be 80 effective in giving care to these older children, or children who 
arrive at a period of dependency at a late age, as to be in advance of 
the family agencies; but there should be no uncertainty about it 
and either of the plans can be entered upon with certainty only if the 
histories and treatment of each child involved are studied and the 
combined experiences properly interpreted. 

The extent to which institutional care is given by the Catholic 
Church to its children is a cause for constant comment, especially 
as this holds with reference to little children, because if there is 
flexibility in methods, these are the very children that are most 
easy to place in families. The difficulty of getting enough Catholic 
families into which these children might go has been offered by 
some as a reason for the institutional emphasis. The experience, 
however, of the New York Department of Charities in placing large 
numbers of Catholic children in homes of their own faith and in a 
district as congested as the area surrcunding greater New York would 
seem in a measure to dispute this contention. It is also important 
to note the work cf the Massachusetts State Board of ay in 
placing its wards in homes of their own faith. 

In the giving of foster care, whether in institutions or families, 
there are other, special considerations having a particular religious 
significance. With this constant emphasis on training along certain 
sectarian lines as laid down by various religious denominations, 
there is interjected a special difficulty from the placing out stand- 
point. Good case work, irrespective of any interest in any particu- 
lar religious creed, will see to it that a child is placed generally in a 
home of its own religious belief; that is, a Catholic child in a Catho- 
` lic home, a Protestant child in a Protestant home, a Jewish child in a 
Jewish home. Now, it frequently happens that a home thought of 
for a particular child is good on every count except that it is of a 
different religious belief. Frequently the argument is heard that 
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placement in this home for the child in question can have no serious 
effect on the child. It will be allowed to continue its own religious 
life, and the utmost respect will be paid to its own religious opinions. 
Holding liberal religious views, the writer of this article feels that 
such an argument is wrong. 

Growing out of experience with a variety of children’s problems, 
one does realize that the statement made above that few children 
are without ties of relationship which can be severed completely, 
is indisputably true. The child’s early ‘religious training results 
in the formation of certain interests and vossessions which cannot be 
lightly dropped. Therefore, while a child will benefit physically and 
in many ways socially by care in a good home of other than its own 
faith, conflicts are presented to the child which affect it most seri- 
ously in its later reunion with family and friends. An element of 
doubt on a hitherto undebatable subject is injected at a time when 
the child is often least able to get his proper bearings. This would 
seem to lead to the vlan that familiar religious atmospheres and 
training must be continued for a child when receiving foster care, 
involving as it may institutional care: There is the further argu- 
ment that unless a child is placed in his old religious atmosphere, 
he will wander from a particular religious denomination and may 
thus be lost to the membersnip of a particular church, a spirit of 
propaganda for which the writer has no sympathy. 

Careful follow-up records should be kept by every family or 
institutional organization of the foster homes in use; that is, after 
the initial reception investigation with all of its ramifications has 
been made and a decision to use the home has been reached, then all 
further contacts with that home should be summarized and entered 
on the record, so that the home’s training and development under the 
direction of good fam:ly visitors, the results of care given-to the 
different children received into the home, and the reasons for success 
or failure in given instances, should all be there. The records 
should also show changes in the family structure. In so many 
instances the children’s agencies are prone to forget that the family 
organization as presented at the time when first used will not last 
forever, and that a very good home, good because certain members 
were there, may become a very bad home because certain members ° 
have died or left. An illustration of this is the home of a deserted 
wife whose husband had long been away, &nd whose children showed 
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the effects of her good training. Her home was an excellent training 
place for children who had been deprived of their own parents, but 
became a very bad place especially for girls when the. husband rz- 
turned'and the wife, out of,a mistaken sense of responsibility, felt 
she could not turn him out of doors. 
Under such a record system, the visitors would be so accurately 5| 
and completely informed as to choose the foster homes with , 
greater certainty of success. If a number of children’s organiza- 
tions were to keep such family records, it would then be possible to 
show under what family conditions the children, with all of their 
varying personalities, best develop. It would also be possible to ' 
show the homes that had been rejected or later disapproved because 
of the development of conditions which were not evident or were not , 
discoverable at, the time of their acceptance. Monographs on such 
records of experience would help all children’s workers and every 
intelligent social worker dealing with children’s problems would have 
a, new value placed on her best work. ` 
The country is in the midst of its greatest social crisis.’ No 
- children’s organization need feel that more careful study will lead 
- to its elimination for if it base all of its work on good case studies 
the treatment will be of the right sort. Case work with children 
means knowing them and when intelligent people know them they 
‘ treat them wisely. "Knowledge here is power to do the right thing. 
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ESSENTIALS OF CASE TREATMENT WITH DELINQUENT 
CHILDREN 


By Henry W. THURSTON, 
Member of taff, The New York Sshool of Philanthropy. 


So far as case treatment of delinquent children depends upon 
the authority of courts it is necessarily limited and colored by the 
provision of the law establishirg those courts; by the personality 
and judicial methods of the judges; and by the public opinion that 
created and sustains the laws. It is, therefore, a first requisite 
to continuous good case treatment of juvenile delinquents that tnere 
be a right attitude of the public mind, and that this attitude be ex- 
pressed in laws and ecurt procedure which will permit and encourage 
good case treatment cf the individual delinquent. A brief reference 
to the public opinion which found legal expression in the Roman 
law, the penal code af France and the English common law, com- 
pared with the Amerizan law which in many states gives a juvenile 
court chancery jurisdiction, will illustrate the necessity of a right 
attitude of the public mind towerds young offenders as a basis for 
right case treatment. 


Tue Basis or Case TREATMENT IN PUBLIC OPINION AND Law 


The Roman criminal law treated the adult differently from the 
child by making a gredation from non-punishability—seven yeers, 
through stages of 'impuberes" (for boys till 14, for girls till 12) 
and “minority” to ful. maturity at 25 years. The amount of pun- 
ishment varied according to these gradations in age though not by a 
definite scale. There was no sp2cial judicial procedure or special 
punitive institutions foz juvenile offenders. 

The peral code o? France similarly distinguished between an 
adult and a child, placing the dividing line at 16 years. For 
offénders under 16, the law provided that if a child acted without 
“discernement” he wás to be acquitted and either returned to his 
parents or sent to a house of correction for a definite time which 
must end when the offender reached the age of 20 years. If tne 
offender under 16 acted with “discernement” he was to be pun- 
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ished to a less degree than an adult according to a graduated scale. 
There was no minimum age for punishability and no special judicial 
procedure. 


The common law of England which has been followed by the 
statute laws of many American states gave seven years as the low- _ 
est limit of punishability. Above this age and below maturity 
during most of the nineteenth century, England and the United 
States have graded punishment according to the judicial opinion 
of the degree of responsibility of the young offender for his offense. 
Of this groping of the Roman, French and English publie opinion ` 
toward discrimination in the treatment of juvenile offenders, as 
expressed in their laws, Philip Klein says: 


The law went half way toward treatment of the cause in acknowledging that _ 
lack of responsible, mature thinking is partly the cause of the offense, and in es- 
tablishing the presumption of only partial responsibility in the case of juveniles, 
but failed to go the rest of the way, howevar, to find that youthfulness being the 
cause of the lowered responsibility, it was this youthfulness or immaturity that 
had to be dealt with, rather than the remaining amount of responsibility. . . . . 

Though technically an offender &gáinst the law (the child) is really primarily 
a neglected child. Because of his irresponsibility and immaturity the child needs 
protestion and training. When no protection and training are given the child it 
is likely to act upon its own impulses, and these, often, in cases of destitution 
nearly always, take the form of an offense azainst the law.! 


The same attitude of public opinion as formulated in law is 
authoritatively expressed by Judge Julian W. Mack. 

The underlying conception of our criminal law, despite all the reforming in- 
fluences that have come in, is still that of vindication, that the state must vindi- ' 
eate by punishing. This ought to be completely eliminated when we deal with 
children. . . . . A child who has committed an offense, no matter what the 
nature of the offense may be—even what we call murder—should be dealt with 
by the state, not as an adult is, merely to punish, but for the purpose of correction, 
for the purpose of training, for the purpose of education? —' 


That courts in states where public opinion toward juvenile 
delinquents has not yet become formulated in chancery law and in 
judicial practice for children’s courts, are handicapped in their 
efforts to develop social case treatment of children, the testimony of 
Presiding Justice Franklin Chase Hoyt bears convincing testimony. 

l'''The Treatment of the Delinquent Child in the United States,” an unpub- 
lished paper which traces the trend above summarized. 


2 Address before Judiciary Committee of the ons uo Convention of 
New York State, June 29, 1915. 
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One cf the handicaps which retards the Children’s Court development at 
present is the impossib lity of obtaining a comprehensive method of legal procedure 
under constitutional conditions. The court should have broader powers, and the 
present system of trials in children’s cases should be done away with. 

It savors too muck of the strict, narrow, criminal trial. If chancery o7 equity 
powers could be conferred on the court it would be possible to inquire into the facts 
and circumstances of each case at the first hearing to sea whether the child is in 
need of the care and protection of the state without first having to make a technical 
finding of juvenile deliaquency.* 


Social case treatment of juvenile delinquents needs first of all, 
then, the backing, not only of public opinion but of public opinion 
formulated in law and carried out in practice. A second need, 
hardly less essentiel, is a similar public opinion formulated in law 
and judicial procedure which makes it possible that adults wio are 
responsible for the neglect and delinquency of children can be 
reachec either directly by the juvenile court, or by another court on 
the initiative of the juvenile court. in practice this means one of 
three things. 

(a) A juvenile court with jurisdiction over adults in their domestic relations 
and in other cases of ad-lts involving children. 

(b) A domestic re:ations court with jurisdiction in case of juvenile delin- 

ents. 
X (c) Two courts, ore for juveniles and one for adults in close administrative 
cooperation. 


Case TREATMENT FROM THE TIMH or TEE OFFENSE UNTIL 
A DELINQUENT Is PLACED ON PROBATION 


There are two primary essentials in good case treatment during 
this stage. First, the delinquent should be so treated that the proc- 
ess itself tends to make him better. Hor example, if personal cus- 
tody away from his home is necessary, that it shall be in separation 
from offenders and eustodians who incite him to further wrong and 
in company with those who call out what is good in him. If home 
custody pending court hearing is even reasonably sure of producing 
the delinquent when wanted, and is not of itself a further encourage- 
ment to delinquency, it should be allowed. The second essential is 
that all the pertinent facts be found out, not only about the offense 
but about the offendsr and his habitual experiences and activities. 

The approved procedure from the time of the offense to the time 


* Annual Report of the Children’s Court of the City of New York, 1916, p. 36. 
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the delinquent is put upon probation (or dismissed or committed ` 
to an institution) is suggested by the following typical case: 

Three boys during their habitual street dctivities of a Saturday 
forenoon found out that the grocer was away for the day and that 
the transom was open. They agreed to go home to luncheon and 
to meet at 1.30 and go into the store. This they did, thus becoming 
in the eyes of the law burglars and thieves. They carried off sweet 
chocolate, Nabiscoes, cigarettes, gum, candy, cookies, etc., and hid 
their booty in a shanty back of one of their houses. The next day, 
Sunday, they went far mto the open country and ate their plunder. 
Meanwhile a smaller boy who had seen the burglary told on them. 
On Monday the policeman filed a petiticn for each of the three 
boys with the clerk of the juvenile court. This petition stated on 
oath that (name, age, address of boy) to the best of the knowledge 
and belief of the petitioner is & delinquent boy in that (description 
of the offense). The clerk acting for the judge then issued a sum- 
mons upon the parents of these boys, stating that petitions had 
been filed charging them with delinquency and that a hearing had 
been set on a cértain day and hour in the ‘uvenile court, and direct- 
ing that they appear at that time with the boys. 

Pending this hearing a probation offizer made an investigation 
of all the necessary personal, developmental, family, neighborhood, 
and school facts relating to the boys, so that the habitual activities, 
trend and opportunities of each boy became clear. The boys were 
also examined by a doctor and a mental specialist. 

Specialists in the study of delinquents agree that the short 
period between the detection of a child in delinquency and the hear- 
ing before a judge who is to decide what is to be done with him is the 
best psychological time to secure the maximum degree of codpera- 
tion of the juvenile delinquent in efforts to understand the real 
reasons for his own misconduct and the essentials of the best plans 
to prevent recurrence of wrong-doing. 

In cases such as the above, with all these facts summarized in 
writing,—so that the judge can visualize not only the particular ^ 
offense but the personality, habitual life, and future opportunities 
of the child,—the parents, the child, the probation officer, the com- 
plainant, friends and witnesses file up and stand before the judge. 
Here there are as many different variations in procedure as there are 
different judges and juvenile delinquents, but good case treatment 
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demands of the judge that when the hearing is ended he shall have 
produced certain very definite impressions on the delinquent and on 
his parents and friends: 


1. Thet they have had “a square deal" and a fair chance to tell the judge 
whatever seems to them important. 

2. That the judge has found out the real facte—that nobody has “put one 
over on him.” : 

3. That in his decsion, even to commit to ar institution, he acted not in 
anger or in an arbitrary way, but so far as his duty £s a judge and the law permit, 
from a desire to help theoffender “‘to do better'' —''to give him a real chance." 

4. That if the delir quent is put on probation tie judge has mede clear that 
the probation officer is nis representative who, like the judge, is not easily fooled 
and will always give & square deal. 


Unless a majority-cf those who file out of the court room have in 
substance received tae above four impress.ons, the judge has lost 
much of his psycho-agical opportunity to make his contribution to 
— good case treatment of juvenile delinquents. 

In this process the juvenile court judge who is compelled to work 
under the criminal zourt law is sadly handicapped for the reasons 
that at the first hearing all that can be taken is testimony for and 
against the delinquency of the child; and that a remand of the cage 
for a second hearing is necessary in order to secure the social investi- 
gation and physical and mental diagnosis upon which alone a sound 
plan of action can be based and stated in th» decision by the judge. 
In short the judge is almost compelled either to decide upon a plan 
of treatment, on incomplete information, or to call the child and his 
parents Sack for a second hearing after he has had time to have the 
necessary facts collected. 

A decision upon insufficient information tends to the impression 
upon the child and his family either that thay did not get a square 
deal or that the judze was fooled. A remand for an investigation 
often works real hariships upon poor people in causing loss of time 
and money and seercs to them unfair. Theremand also sometimes 
arouses contempt for a court that calls the child and his parents to 
its bar without knowing or getting at all the facts in the case. 
In other words, it is harder for a judge under a criminal court pro- 
cedure to send a mejority of children and adults out of his court 
feeling both that they have had a square deal and that the judge can- 
not be eesily fooled zhan it is for a judge under the chancery law. 
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This is true even if the average decisions of the two judges are: 
equally wise from a case treatment point of view. 

Returning now to the decisions of the judge re the three boys 
who were mentioned above as having burglarized a store on a Satur- 
day afternoon and who had been brought into court on petition and 
summons as before described, after all the necessary facts had been 
found out before the hearing, the judge was able £o produce the four 
impressions above emphasized as important, although he made & 
different decision in each case. ‘The investigation in the case of No. 
1 showed a normal nine-year-old boy from a good home. He was 
mischievous and active but not vicious. He wag in fourth grade in 
school and regular in attendance. His parents not only had a good 
home but now that they were alert to the need of more careful plans 
and supervision for his spare time, were able to ‘connect him with 
Boy Scouts and probably to secure a change of behavior without 
further aid from the court. The judge, therefore, dismissed him to 
the care of his parents. 

Fhe facts in case No. 2 were that he was a twelve-year-old boy 
in the sixth grade. The father had deserted and the mother and 
boy were living with the boy’s grandfather who ran a milk depot and 
route. The boy helped some in spare time but was much on the 
street. Once, after saving money for months, he had run away with 
other boys who planned to go south where they could see “tropical 
fruits and waving grain.” The judge, therefore, explained that he 
would allow the boy to continue at home on condition that he and 
his mother and grandfather and the probation officer would work 
together to prevent further wrong-doing. He was to be kept busy 
and happy, not only et his work, but also during his spare time activi- 
ties, which thus far had been unsupervised. 

The facts in ease No. 3 were that the boy had previously been 
in trouble for truancy and also for joining with other boys in stealirg 
inner tubes of automobile tires from a shed used as a garage. His 
mother was dead and his stepmother was afraid of being too hard 
on him. The father was brutally severe at times but away from 
home most of each week. The judge explained that he must see 
that this boy's habits and home were changed and that the boy's 
best chance to reform was in an institution unless a family home 
under more favorable conditions was, possible. At this point an 
older brother who was married and whose home had been visited 


D=ELINQUENT CHILDEEN 137 


by the probation cfücer offered his home, his personal service and 
new school associations, together with membership in a Junior 
Y. M. C. A. Which offered swimming anc. other recreations. Ac- 
cordingly No. 3 was put on probation to live at the home of his 
brother. 

In a group case like this some judges are careful to have only 
one delinquent and his friends present at the time his decision is 
given, but even if all three boys and their friends are present, the 
emphasis of the juage, not alone upon the wrong-doing of each, but 
upon such conditions of home, play, school and work opportunity 
and supervision as will give each boy a real chance to conquer his de- 
linquent tendencies, gives all an impressior of a square deal in the 
light of facts as they are. Good casa treatment of several delin- 
quents who haye been caught in the same offense does not often de- 
mand identical dec.sions by the judge, bu? usually a different de- 
cision in some particular for each. To the degree that the differ- 
ences in Gecisions ave based on accurate knowledge of facts, under- 
stood by the delinquents themselves es well as by the judge, they 
and their friends will approve these variations in decision. Such 
variations in the judge’s decisions, however. are not likely to be ap- 
proved by the delircuents and their friends if the major emphasis, 
. as is too often true in criminal courts, is laid on the offense rather 
than on the task before each offender of so living in future that no 
other offense will be committed. 


Cask TREATMENT BY THE PROBATION OFFICER 


The case treatment now passes into the hands of the probation 
officer. The equivalent of the first interview (in family cases need- 
ing a social worker), of investigation, of analysis of facts, oi diag- 
nosis, ard of the formation of the outlines of a plan has already 
been taken. 

It is now the task of the probation officer to work out with the 
delinquent and his parents or guardians the details of a course of life 
and conduct that wil lead to prevention of further delinquency and 
to right habits and ideals of life. Right here is where too many 
probation officers fail to do good work.. The delinquent knows he 
has done wrong. He usually has at least a brief desire and intention 
to do right. What ke needs ånd his parents need is a clear but elas- 
tie program for the week which will give tha delinquent such good 


-— 
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times as boys and girls ought to have. without constant temptations 
to evil and further delinquency. In other words he needs a pos- 
sible program of things to do which seem to the délinquent worth 
doing in all his spare time. To this end a careful study of the re- 
sources of home, school, playground, club, park, library, etc., needs 
to be made by the probation officer, the delinquent and his parents, 
until it is clear how a week can be spent without doing wrong and 
yet in such ways that the delinquent can enjoy most of it. Unless 
such a program can be fairly definitely, but with great elasticity, 
laid out and approved by the delinquents, the chances for over- 
coming serious delinquencies are poorer than they ought to be. 

It is essential zo the success of probationary care of delinquents 
that they be helped to see and to choose possible right courses of 
action at the precise pdints where before they have once, or fre- 
quently, chosen wrong courses of action. It is plainly futile to ex- 
pect reform under probation unless the child himself can be led to 
gee and feel that right action is not only possible but worth while 
from his own point of view. Not alone what the probation officer 
thinks is right and desirable for the child, but what the delinquent 
himself can be led to see is right, desirable and possible, will be 
really effective in changing his behavior. To this end the relation 
of probation officers to probationers must become one of reciprocal 
confidence &nd sympathy.  Underneath this, but rarely used, is of 


, eourse the authority of the court. The probation officer should 


also have such an intimate knowledge of the habitual life.of the de- 
linquent at school, at home, in playground, street, and spare time, 
that the delinquent will feel the probation Pune. while his friend, 
cannot be fooled. 

Whether the probation officer should be the same person who 
made the investigation of the delinquent’ 8 home and habits for the 
hearing is a secondary question. The suecess of a good probation 
officer depends upon his skill in influencing the probationer and 
changing wrong behavior into right behavior, not on the mere fact 
that he came into the life of the delinquent before or after the hearing 
before the judge. 

A similar question is that of reporting to the probation officer by 
the probationer. In some way the delinquent must be led to act 
honestly and on his own responsibility toward his own reform. In 
many cases to report to the probation officer at a certain time and 
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place tends to develop his honesty and sense of responsibility. The 
probation officer must, however, have many other sources of inform- 
ation and means of guidance of the probationer. If he relies on the 
report alone, he will often be fooled and his influence be reduced to 
less than nil. Good case treatment means an adoption of available 
means tc the end that habit and voluntary behavior become right 
with each child. No general rules are applicable to all cases of sick 
morals any more zhan to sick bodies. Until a probation officer 
learns this he is not so successful as he ought to be. 

The applicaticn of this principle of individualization of treat- 
ment explains what the right time and method of ending the proba- 
tion period are. I? opportunities for right choices of behavior for 
24 hours a day for seven days in the week are found impossible for a 
delinquent in his rome and neighborhood; or if, although good 
choices are possible, his actual choices are habitually wrong, the 
probationary period ought to end by commitment so that control 
may be enforced, o7 by some change of environment or supervision 
that promises progress towerd reform. On the other hand, when not 
only real opportunilies for right choices of behavior have been scen 
by the delinquent but he has learned to choose them for himself, the 
probation officer should give the delinquent the encouragement of 
knowing that the authority of the court has been ended. Like- 
wise this termination of probation should be entered on his record at 
the court. He should know that henceforth he is thought strong 
enough to do right with merely the personal encouragement of the 
probation officer. Whether or not this close of the period of proba- 
tion shall pe celebrated by having the delinquent released in person 
by the judge cannot be stated without knowledge of the case. 
Plainly some girls who have left sex offenses far in their past, should 
not be compelled to go again to court. Good case treatment of de- 
linquents demands, at the close, as at tne beginning and all through, 
that the process of release from probation should be not a matter of 
cold routine, but an act of “constructive friendship.” 

The final step is that the probation officer should be a voice 
in his community urzing, in season and out of season, the suppression 
- of causes and condit:cns which make for delinquency and also urging 
with still greater earnestness the provision of adequate facilities and 
agencies that make for wholesome juvenile life and education. 


THE HOMELESS 


By Sruarr A. RICS, 
Formerly Superintendent, New York Municipal Lodging Houso.: 


Intelligent treetment of homeless men and women requires a 
vivid understanding of the reasons for their homelessness. Under 
present methods of industrial management this conditionis de- : 
manded of a vast number of workers. By becoming or remaining 
homeless, they render specialized services of great importance to 
society. Nevertheless, the living and working conditions under 
whieh the services are performed react disastrously upon their 
character, even to maxing them subjects of social case treatment! 

The truth of these statements is to be illustrated in the employ- 
ment office districts cf any large city. A recent inspection of the 
labor agencies from Fourteenth Btreet to Chatham Square, along 
the Bowery in New York, disclosed, in all, opportunities for fourteen 
men with families! And these were required to be "foreigners!" 
The thousands of other jobs offered (tacitly understood, not openly 
stated) were for “homeless men only." 


Tan Hommimes IN RELATION To Socrmry AND INDUSTRY 


‘The writer has been a member of one of those unkempt com- 
panies you have seen slouching along the street from the labor 
agency to the railroad depot. He has made his abode in the bunk 
houses provided for these men. His experiences have led him toa 
real appreciation of the abnormal living conditions that are forced 
upon great masses of casual and seasonal workers throughout 
America. Many of the evils inevitably resulting from these un- 
natural conditions may be removed in individual cases by careful - 
diagnosis and persistent social treatment. But the background ci 
-industrial organization (or disorganization) will in nowise be altered 
by the most caretul case work. Either the men and women re- 
corded in our own case files, or thousands of others like them, will 
still be compelled to live abnormal lives in order that they may live 
at all. . 

1 At the time of writing this article Mr. Rice was still holding this position. 
ee 1400 
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Homeless men are demanded to build the bridges and tunnels, 
the irrigation systerns and railroads, to harvest our forests and em- 
bank our rivers. They are the pioneers of modern industry. They 
go hither and thither to the rough, unfinished, uncomfortable places 
of the world, to provide homes and civilized comforts for those of 
us who follow. Msanwhile they live in bunk houses. Homeless 
women are preferred to do the “dirty work" in our public institu- 
tions and to serub aad clean at night in our hotels. Generally only 
they are willing to £ceept the work and the hours demanded. 

Homeless men, for the most part, make up our “labor reserve.” 
This reserve is highly essential. If some workers were not unem- 
ployed in slack or rormal conditions of industry, additional hands 
could not be employed in. periods of increased activity. The kome- 
less are usually the less efficient. Furthermore, they are without 
dependents. Socially and economically, therefore, as things now 
are, it is advantageous for society that they shall be the firs; em- 
ployes discharged wren reductions in force are essential and likewise 
the last tc be reémployed. 

Homelessness and intermittent employment, therefore, go 
together. They are the major characteristics demanded by scciety 
of a large number of its workers. But certain other characteris- 
tics are encouraged. In the absence of organized social control 
over industry a restless instability of temperament is desirable to 
afford fluidity to the labor supply. Employes’ indifference to 
cleanliness is fortunate for numerous employers who find iv im- 
practicable to supply bunk houses with running water. Even the 
periodical debauch :n the city after pay day has psychological re- 
sults which prove convenient to the employer. Men or women 
without money are docile. How otherwise could they be induced 
to return to jobs effording no chance of normal living? These 
unfortunate developments of habit and character we attempt to 
combat in individuals by social case treatment. Yet, they are in a 
sense vital elements in our patients’ professional training! 


CLASSIFICATION or THE HowzLzss 


ni is convenient to use the following grouping employed by Mrs. 
Alice Willard Solenberger:? (1) the self-supporting; (2) the tempo- 
rarily dependent; (€) the chronically dependent; (4) the parasitic. 


2A. W. Solenberger “One Thousand Homeless Men,” p. 10. 
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We may say with approximate correctness that in the order 
named, these classes mark the degrees of progressive deterioration 
through which every homeless indiv:dual tends to pass. That 
. more men and women of the first two groups do not actually pass 
into the third and fourth is a sure evidence of fundamental human 
eharacter. Everything in the lives of homeless men and women 
drives them in the direction of ehronie dependency and parasitism. 
Many fight on against odds, day after day, to retain their precarious 
foothold upon the social ladder; others go down in the struggle, their 
spirits unbroken to the end. Still others, "exhausted by three or 
four generations of overwork, on the slightest menace of lowering 
prices the first to oe discharged,” 3 prove easy victims to the disin- 
tegrating tendencies of their environment. 


Tan GENERAL Aims or Casn TREATMENT 


The first requirement in social treatment of the homeless adult 
is to check his progressive deterioration toward chronic dependency 
or parasitism. Existing facilities for constructive treatment are 
very meagre. Our efforts are everywhere counteracted by .the 
encouragement which society gives to the very tendencies in our 
patient that we desire to eliminate. If we are dealing with large 
numbers of the homeless we cannot expect a restoration to normal 
living in more than a small proportion of cases. The best work we 
can do at presént, therefore, is to assist the bulk of our patients to 
"hold their own.’ 

Another general objective is in ee a matter of diagnosis 
rather than of treatment. In any group of homeless individuals 
there may be singled out proper cases for specialized treatment in 
which homelessness is a factor of minor significance. The sick, in- 
sane, feeble-minded, blind, handicapped, inebriate and immigrant 
are regarded as such typical cases in the volume of which this article 
forms a part. All of these are found among the homeless: appli- 
cants for shelter or relief at any municipal lodging house or charity 
application bureau. Many lost and broken fragments of families 


may be recovered from among the homeless. Married men or . 


women, and boys who have run away from homes, will always be 
discovered if applicants are carefully interviewed. As soon as the 


3 Edmund Kelly, “The Elimination of the Tramp,” p. 4. 
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facts in these cases are ascertained. the problems become those of 
family case treatment and should be referred to a family agency. 
With the development of facilities for diagnosis and wich the 
building of additional agencies for specialised treatment, the social 
function of an agency or institution for the homeless will become 
primarily that of g clearing nouse. In every way afforded them 
social case workers should further the breeking up of our homeless 
group into its component parts. - ` 


TREATMENT OF THE SELF-SUPPORTING 


The most numerous group of homeless, employed persons with 
whom I am ecquainted is that which is known at the New York 
Municipal Lodging House as “the Saturday night clean-ups.”’ 
The registration of applicants is proverbially largest on Saturday 
nights. The men responsible for the increate are generally employed 
through the week, usually at odd jobs that must be "caught" each 
morning. Consequently, by seeking a free bed and meals at the 
Municipal Lodging House on Saturday night, the earnings of that 
day may be reserved for Sunday’s living expenses. Some wish to 
“see the doctor"; others wan; to “get a kath and fumigation,” in, 
order to rid themselves of vermin acquirad in cheap commercial 
lodging houses; still others desire to have their clothing washed in 
the laundry of the institutior. Women frequently are led to our 
doors from the same motives. 

The problem here represented is primarily one of labor and 
housing rather than of social case work. ‘There is no formula of 
social case treatment for the needs of these men and women. Most 
of them are independent in attitude and feirly self-satisfied regard- 
ing their economic and social status. Ther will not accept services 
from the institutior other than those they request. If molested by 
“social service busy-bodies” they will not return, and whatever 
opportunity existed for their physical end moral sanitation will have 
been lost. However, if their "clean up" is supplemented by a friendly 
but impersonal welcome the institution may at least continue to be 
a very Important agent In community sanitation. 

A group of self-supportirg men and women more susceptible 
to case treatment than those described above, is illustrated by the 
low paid hospital helper employes of the publie charitable irstitu- 
tions of New York City. Customarily they are recruited from the 
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patients and inmates of the institutions themselves. They work for 
a much lower rate of compensation than is paid for equivalent serv- - 
ices elsewhere, and they are recognized officially by the City of 
New York as a distinct type of semi-dependent employe. 

In his dual capacity of employer and landlord, the head of an 
institution is in a position to render social service to these employes 
of a kind impossible when they are patients, Inmates, or applicants 
for relief. The Municipal Lodging House recognized this fact in 
the formulation of a definite policy regarding the filling of positions 
within the institution; so far as efficiency in administration permits, 
the Social Service Bureau is the employing agency for these house 
positions. Lodgers who show possibilities of reclamation become 
our employes. As soon as possible they are promoted, and even- 
tually are placed in permanent cutside employment, carefully 
selected for its influence upon their habits. In this manner, similar 
opportunities are continually made for other lodgers. 

It is most essential for the success cf this program of social serv- 
ice to employes that group loyalty and group interests be developed. 
Frequent meetings of employes should be held at which common 
problems of organization and management may be discussed in a 
demoeratie way. Outdoor athletic sports are invaluable as a means 
of promoting loyalty. Holidays may be the occasion of gatherings 
at which songs, instrumental music, recitations and special features 
will supplant the institutional atmosphere with that of a Corta my 
festival. 

If regular recreational and educational opportunities are not to 
be had at the institution they will be sought in the corner saloons. 
Various clubs are practicable. A large reading and smoking room 
provided with books, papers, magazines, writing materials and 
games is a popular success at our Municipal Lodging House. I was 
once complimented by an unpaid empleye for the choice selection of 
Greek and Latin poets upon our shelves. He chanced to be a former 
Yale man. The books (received in a donation of cast-off materials) 
had given him many hours of intellectual pleasure! 

Supervision of employes’ expenditures is helpful in many in- 
stances. Some have never learned the value of money and spend it 
foolishly. Others are unable to withstand the temptations of drink. 
Employes at the Municipal Lodging House are encouraged to deposit 
their earnings with me for the purchase of necessities, for transfer to 
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a bank, or for investment in War Savings Stamps. A positive gain 
in self-respect is ev.dent in the individual who has purchased cloth- 
ing or accumulated savings. In some cases I have found it desir- 
able to keep employes continuously in debt to me by advancing 
them money for lezitimate objects. The amount due is later de- 
ducted from their salaries. The invitation to membership in the 
Red Cross was recently accepted by five-sixths of the hospital 
helper employes of the Municipal Lodging House, but a small pro- 
portion of whom were receiving in excess of twenty dollars per 
month. l 

The development of a system of credit or of token money, such 
as has been found effective at Sing Sing, would be of the utmost 
value in the rehab-litation of these men and women. The object 
of such a system would be to pay employes in the things they re- 
quire—tobacco, clcthing, shoes, moving picture tickets, etc. The 
present cash salary payment is in reality an inducement to spend 
the month’s wages in one grand debauch. Saloon keepers in the 
neighborhood of public institutions habitually ascertain when em- 
ployes are to be paid and are shortly after in possession of a large 
part of their earnirgs. 

Appeals for assistance are often received from mén or women 
who have paid employment but who are temporarily without funds. 
It should be the policy of & social agency to extend whatever credit 
is needed by these individuals for nacessities. This should be a 
business transaction throughout and the suggestion of charity elimi- 
nated. The individual to whom credit is advanced may be placed 
upon his honor to repay the loan when heis paid. Upon their verbal 
promise to repay the institution, a nurnber of men holding positions 
receive maintenance at the New York Municipal Lodging House 
every month. The independent and self-respecting manner in 
which some of these men walk up to the counter to pay their bills 
speaks for the effeeziveness of the method. 


Tae TEMPORARILY DEPENDENT 


The demoralizing effect of involuntary unemployment on in- 
dividual character is not due to the £bsence of employment itself, 
but rather to the inevitable consequences of its absence. It is due 
to the enforced lowering of living standards and to the worry and 
uncertainty of seek ng another job. Even the most callous man or 

11 
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woman is sensitive to continued rebuffs in a fruitless search for 
work. I know of nothing that will 80 quickly shatter the self- 
respect that is essential to a freeborn individual. 

A period of unemployment from which these consequences are 
removed, in other words a vacation,—is considered to be of greatest 
value for the worker’s reinvigoration. It follows that if unem- 
ployment could be relieved of its present psychical and material 
results, it might become a boon rather than a curse to the worker. 

The responsibility for finding a new job, therefore, must be 
lifted from the individual who is out of work, and placed upon an 
employment exchangs. It logically folows that the responsibilitv 
for his efficient physical maintenance while unemployed must also 
be removed from the individual. He may then utilize his period of 
unemployment as a time of physical and mental reinvigoration. 
Good food, recreational facilities and positive educational oppor- 
tunities in a broad sense may result in a refreshed, better equipped 
individual when the next job is found, rather than in a weakened, 
discouraged and less efficient worker. 

There is an apparent danger that in this shifting of respon- 
sibility the unemploved individual may become pauperized. No 
system which maintains a worker in physical and mental efficiency 
during idleness can-have this result to the same degree as one which 
` allows him to detericrate and lose physical and mental efficiency. 
Nevertheless, he should be made to feel his own responsibility toward 
the agency that has assumed the risks of his unemployment. A 
work requirement clearly sufficient to pay the costs of the advan- 
tages received is one means of avoiding any pauperizing tendency. 
If this is impracticable, the individual should be obligated to repav 
this expense when he is once more emp!oyed. 

Many periodical drinkérs may be classed as temporarily de- 
pendent during lapses from sobriety for the reason that during the 
greater part of the time they are self-supporting. Their contact 
with social agencies usually occurs immediately following a periodi- 
cal spree while they are still recovering from its effects. The 
victim is inyariably repentant. Advice, moral suasion and “ preach- 
ing" at this time are usually quite useless, as the convalescent will 
go farther in his self-denunciation than the social worker in his 
"preaching." The first necessity is to restore him to a condition 
of physical efficiency. Good food, sleep, rest and fresh air are 
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essential. When he is once more ready to take work his choice of 
& position becomes of utmost importance. Factors of his o.d en- 
vironment may høve been responsible for his downfall. If em- 
ployment can be obtained where these factors do not exist, the next 
spree may be averted. Even if sprees continue, but the intervals 
between them are -essened, there is & net gain for society and the 
individual. 

It may even be necessary to accept our patient’s periodical 
necessity for drink as a fact, and attempt to arrange his employ- 
ment so that it may be obtained without interference with his work. 
The following example isin point. A male stenographer with whom 
the writer is well acquainted lived for some time in a charitable in- 
stitution where he was emplcyed. Because the head of the insti- 
tution was both employer and landlord, sobriety and good kehav- 
lour on seven days per week were required of employes. Each 
few weeks brought the stenographer’s inevitable fall from grace. 
Finally, when all interested in his case despaired, he obtained a posi- 
tion with a commercial house where employers cared nothing for 
his habits outside of working hours. For two years he has con- 
tinued to give good satisfaction to this firm, has not missed a day 
and has received promotions. The interval between Saturday noon 
and Monday morning has been sufficient to enable him to follow 
a drinking schedule that hes not interfered with his work. 

The writer views pragmatically the question of religious in- 
fluences in the case of drinking men and women. Without doubt 
there have been many complete and successful conversions." On 
the other hand, I have knowr a number of men who were most de- 
vout testimony-givers at mission services who were elsewhere loud in 
their blasphemy and religious ridicule. Likewise, I have known 
deeply religious men to be hepeless inebriates. Where early envi- 
ronment affords a basis of’ apveal, religious instincts may prove an 
effective starting point for rehabilitation. 

Applications are continually received at the Municipal Lodging 
House of New York from hospital convalescents, pre-confinzment 
cases and dispensary patients. The first have often been dis- 
charged prematurely from over-erowded hospitals. The second 
and thire ought many times to be admitted to a hospital but are 
excluded for the same reason. In the meantime the problem is 
forced upon agencies for the homeless, 
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These cases emphasize the necessisy for a competent medical 
examiner on the staff of the agency for homeless. Our Municipal 
Lodging House physician must continually assume the róle of an 
advocate. He must prove clinically, and sometimes dialectically. 
that certain homeless inmates are sufficiently ill to make their 
admission to the hospital imperative. This situation is vaguely 
understood by many of our homeless applicants, who come to us 
requesting to be sent to hospitals. Convalescent, dispensary and 
maternity cases should be provided with light work suited to their 
physical conditions. Great care is essertial, however, lest overwork 
result. 

THE CHRONICALLY DEPENDENT 


Very few persons who have once become chronically dependent 
ever regain a place among the self-supporting. The result is pos- 
sible by intensive personal work with a minor number of cases. 
The study at present being given to the problem of reabsorbing war- 
cripples into industry will doubtless shed much light on the possi- 
bilities of rehabilitation of certain types of chronic dependents. 
“Shell shock’” and battle wounds undoubtedly have their counter- 
parts in occupational disease and industrial accidents. The devel- 
opment of plans for training war-wrecked men and finding employ- 
ment openings suited to their individual handicaps, will be of quite 
the same advantage to men who have been similarly wrecked in the 
struggles of peace. 

The aged and infirm are conspicuous among the chronically 
dependent. It is customary to consign them promiscuously to the 
almshouse. Yet many of them to avoid this “disgrace” are 
attempting under terrible handicaps to remain self-supporting. 
Employment may be found for some in positions where age is no 
great detriment. The first placement made by the Employment 
Bureau of the New Ycrk Municipal Lodging House was of an elderly 
woman who was to have been sent tc the almshouse. She is still 
in this position. There are many such cases. 

In spite of these possibilities of delaying the Inevitable approach 
of death or complete dependency, the majority of the aged and 
infirm men and women who appear at institutions for the homeless 
must be sent to the homes for aged axd infirm. A great deal of tact, 
good judgment and sympathy is often necessary to persuade these 
pitiful individuals that this is their only possibility. 
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Men and women with ‘physical handicaps are infrequently 
doing the work for which they are actually best fitted. A man 
who lacks an arm or fingers may be trying to make a living by truck- 
ing in a freight house. Men with weak eyes register for positions 
as clerks. The struggle for existence is severe and discouraging 
for those who are thus handicapped, and who have no one to guide 
them into employment for which they are better suited. Great 
care is required to prevent them from following the easy road into 
mendicancy,—a road continually opened by the unthinking but 
well-intentioned almagiving of she public. 

A desirable readjustment of employment may sometimes be 
made in a placemen; agency. The weak-eyed clerical worker may 
be led to discover that he is adapted to employment where the 
intensive use of sigkt is not essential. The one-armed longshore- 
man may be given work as a watchman where the loss of an arm is 
not an important disqualification. If the handicap be serious and 
the individual discouraged or unenterprising, however, the assistance 
of special agencies may be necessary. The New York Lighthouse 
for the Blind, The Association for the Aid of Crippled Children and 
The Old Men's Toy Shop maintained by the Association for Im- 
proving the Condition of the Poor have demonstrated something 
of what may be accomplished in readjusting the lives of the handi- 
capped. 

Mental deficienzies are responsible for much chronic depend- 
eney: Many instanzes might be cited of morons and even medium 
grade imbeciles, aim.essly drifting from one social agency to another 
over extended periods of time, without any attention being paid to 
their mental conditions. 

During the early spring of 1914 the writer lived for a number 
of days in the New York Municipal Lodging House disguised as a 
homeless applicant. While he was employed one morning upon 
one of the institutional “work details" to which he was assigned, 
his attention was attracted by a boy whose physical degeneracy and 
mental feebleness se2med apparent at the most casual glance. The 
boy stated that he was twenty-one years of age and had just been 
put out of his father’s home in Long Island City. His responses 
showed the mental development of a child. Two years later, after 
the writer had become Superintendent of the Municipal Lodging 
House, the self-same boy was cbserved one night at our registration 
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window. Inquiry developed the amezing fact that for these two 
years he had been drifting about tke streets of New York, working 
at occasional odd jobs, a frequent applicant at social agencies. 
Yet never in that time had any one taken the trouble to have his 
mentality tested, The mental clinic to which he was subsequently 
sent classed him as an imbecile with a mental age of six years! 

Whenever mental deficiencies in a patient are clearly estab- 
lished, institutional care under strict supervision is the only satis- 
factory solution. But the insufficient capacity of appropriate in- 
stitutions renders the solution unavailable in multitudes of cases. 
When the commitment to institutions of morons and harmless 
psychopaths has been impossible, we have found it of value to send 
them to employment in menial capacities in public hospitals with 
the full coóperation of the hospital authorities. Although employes, 
they are then under an informal supervision by superiors of profes- 
sional experience. 

Where habits of drink appear tc be the predominant factor 
among the causes of chronic dependency, we must again turn to 
institutional treatment as offering the only probability of cure. 
But available facilities for homeless inebriates are even less ade- 
quate than facilities for the feeble-minded. "The City of New York 
provides a farm colony for inebriates and drug addicts at Warwick. 
This is the only public establishment in New York where farm colony 
treatment for inebriety may be obtained. YetJt has a permanent 
capacity for one hundred men only. The Municipal Lodging House 
could furnish this number of men whe need its method of treatment 
on almost any day of the week! 

Mental deficiency, illiteracy and alcoholism are sometimes 
combined together, in varying degree, in a single homeless indi- 
vidual. No one of the three factors may be sufficiently pronounced 
to make possible specialized treatmant for that handicap alone. 
Yet in combination they produce an individual of general incom- 
petence who seems quite hopeless as a subject for constructive 
effort. Many of these general incompetents are the products of 
child-caring "homes." Condemned to institutional existence at 
the beginning of their lives, as adults they appear to have no po- 
tentialities for anything better. Some were constitutionally in- 
ferior at the start. They have insufficient ambition or persistence 
to follow of their own volition any program which they, or someone 
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for them, may outline. Forcible commitment to a farm colony and 
vocational school constructed after the Swiss type would offer the 
‘best means of benefiting the individual and making him self-sup- 
porting. There is idle agricultural land,in abundance for such 
colonies, while the importance of increasing our agricultural out- 
put gives a powerfu. additional argument for their establishment. 

Proposals for tae creation of such colonies were made in New 
York lest spring. The proposals contemplated the use of the 
Municipal Lodging House as a clearing center from which individ- 
uals in need of farm colony treatment would be presented to the 
magistrates’ courts and by them committed on indeterminate 
sentences to the farm colony. 


THE PARASITIC 

Many men ard women, normally self-supporting and inde- 
pendent, will become temporarily parasitic under certain circum- 
stances. The migratory worker em route to the harvest fields is an 
illustraticn: Valueble and respected employes of the Municipal 
Lodging House when drinking have been seen begging promiscu- , 
ously upon the streets. i 

A large minority of homeless men, therefore, are occasional 
beggars, as well as occasional applicants for charitable assistance. 
But the professional mendicant is seldom seen at charitable agencies. 
He is invariably "wise," and can “work the public" much better. 
Furthermore, his income is usually sufficient for his support. 

The need or cesire for obtaining money without work is un- 
doubtedly the initial occasion for mendicancy. But this desire soon 
becomes only one of the impulses which keep beggars at the trade. 
Mendicancy has its roots in gambling instincts and it satisfies a 
certain craving for adventure. The constant possibility of & large 
gratuity, the nevez ending speculation as to the next beneZactor, 
the fascinating game of “hide and seek" with the police, all give to 
the mendicant’s life a daily feverish adventure, the counterpart of 
which :s found, only in gambling, prospecting, and other hazardous 
occupations, l 

Since a thirst for adventure in the mendicant’s soul is setisfied 
by his manner of living, no mere assurance of a livelihood equal to 
or exceeding that which he obtains from begging will suffice to 
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wean him away from it. Only a legitimate occupation offering 
the equivalent in chance and adventure will serve the purpose. 
Many street trades do offer an approach to this equivalent. A 
news-stand where the crowds are surging past may prove the means 
of restoring the mendicant to productive life. In the cases where 
age or extreme physical handicaps render self-supporting employ- 
ment impossible, the mendicant must be committed to an alms- 
house. Severe measures, if necessary, are justified to break up the 
wasteful and fraudulent practice of street begging. ` 

The "I won't werk,” at least among the lower strata of society, 
is largely & popular superstition. I have seen very few men, not 
classed as mendicants, vagrant psychopaths or mental defectives, 
-who would not work under conditions which they considered to be 
just. Not long ago it was generally believed that some men and 
women preferred unemployment, homelessness and hunger to 
honest labor. -This opinion seems to have been definitely aban- 
doned by thinking people., In Janugry, 1915, 2,500 homeless de- 
pendents were sheltered in the Municipal Lodging House of New 
York each night. This population was reduced within eighteen 
months to little more than 100 per night. The same relative re- 
duction occurred in similar institutions throughout the country. 
It is very evident that the great majority of the alleged “I won'i 
works" of three years ago secured work and are stil employed. 
Yet this rule, like all others, is occasionally proved by its exceptions. 
It is sometimes found necessary to refuse the privileges of the 
Municipal Lodging House to men and women who will not avail 
. themselves of honest opportunities for employment. 

The charity rounder, the lást of the parasitic types which I : 


' have partieularized, is usually a rounder because he has never 


learned to do anything effectively. He follows the easiest way. 
When placed at some simple task within his experience and intelli- 
gence, he may serve faithfully and well over considerable periods of 
time. Definite training for simple tasks, followed up by careful 
supervision when employment is obtained, may definitely remove 
him from the parasitic class. 

The methods of case treatment described.above are crude and 
undeveloped. We have hardly gone further than attempts to 
define our problem. Among the human gains that may come from 
the world war, will be new and better methods for the treatment ` 
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of the homeless. For still greater gains may we hope: that out of 
the slaughter may come a-new estimate of the value of human life; 
that homelessness a3 a condition demanded of workers in return 
for existence may be banished; that the rigFt to normal living may 
become imbedded in the social conscience of our people. 


— `M 
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ALCOHOL AND SOCIAL CASE WORK 


By Mary P. WnumnELER, : 
Secretary, Clinton District, New York Charity Organization Society. 


Like al] other problems in social ease work, the problem of the 
excessive use of alcohol is seldom if ever found alone. It is almost 
invariably bound up with other complieations. Granted that 
either the father or the mother of a iamily uses alcohol, there is 
inevitably connected. with that fact a chain of events which often 
brings social, physical and mental -problems with them. We are 
frequently so engrossed with the fact that our clients use alcohol to 

-excess that we forget to see the other problems involved; or we may 
see the other problems first and come to the fact of alcoholism after 
much time has been spent planning for the family’s welfare along 
‘other lines. In our investigation in all cases we should be building 
up a group of facts both physical end social which when put 
together should forewarn of & possible hidden drink problem. 

The combinations of problems in which drink is a factor which 
seem to occur most often are drink and immorality, drink and a 
mental defect or mertal weakness, and drink and a physical defect. 
The following example illustrates the first combination: 

Through failure to provide for his wife and child, Mr. D. who was obviously 
a drinking man, had lost & good home. ‘The family was found living in à miserably 
furnished room. The investigation confirmed the story of degradation ugh 
drink. There was a painsteking period of treatment which included both institu- 
tional and home care and also the religious influence of his church. It wis learned 
finally, instead of at the outset, that Mrs. D. was also a drinker, a secret one, and 
immoral. As Mr. D. had no confidence in his wife, there could of course be no real 
incentive for a home, The mixed problem should have been recognised at the 
mede 

In the following instance we have an illustration of dank and a 
mental defect. 

, Mrs. W. talked freely of her condition and admitted she could not take alcohol 
without its immediately affecting her. We knew her husband earned good wages, 
yet we found them living in a basement, having scarcely any furniture. It devel- 
oped that a sister continually tempted Mrs. W. to drink and the husband himself 
deliberately brought alcohol into the house. But most important, we found that 
Mra. W. was worried because she "heard voices." We then took her to a mental 
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clinic where she was given medical attention end careful advice. Her interest 
was arouse in freeing herself. She insisted on staying at home, attending to her 
house and children Inc frank talk with her husband we made him face the fact 
tha; he had been doing a arge share in dragging his family down. With everyone 
working together with equal knowledge of the facts and the goal to be reached, this 
family won out. Surely, however, this was not a simple case of a drink problem. 


In the third case, Mr. X. said he drank because he felt sick all 
the time. We found the real trouble was tuberculosis, following 
years of drinking and unsteady habits. The plan of treatment was 
not made primarily for the man who drank It was for the man 
with a communicable disease. It is indeed imperative that treat- 
ment begin with a correct diagnosis. 

1f it is true that the problem of alcohol is seldom if ever unat- 
tended by other complications, it follows that one can never gen- 
era ize regarding the isers of alcohol. The principle of individuali- 
zaton of treatment applies in this field as in every other field of 
social case work. Our plan of treatment is further complicated by 
the fact that the user of alcohol is often a member of a family group 
which must also be taken into account. Toc much stress therefore 
cannot be laid on the _mportance of studying zhe client, of getting to 
know his background socially and physically. Although much may 
be learned from our client himself, it is often preferable to gain much 
information before any decisive interview with him takes place, in 
order that the worker may be more free at that time to begin treat- 
ment. Such informazion should include knowledge of whether this 
is his first breakdown or whether he has made and forgotten good 
promises before. ‘The age of our client is another important factor. 
If he is young, he has no doubt taken to drinking for social reasons, 
or to try to prove how manly heis. E he is middle-aged, it may be 
the result of a social àabit formed in his youth. If he is older, he 
may be trying to forget that he is past his best working period or he 
may be trying to keep himself stimulated to compete with younger 
mer. If our client is a woman, this should b2 gone into even more 
carefully and special attention should be paid to her nervous organi- 
zation. 

While in most case work it is considered best to interview our 
client in his or her owa home, in ease work with the man or woman 
who drinks, it is usua ly wiser to plan for an office interview. The 
elements necessary to make an interview successful are privacy, 
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lack of interruptions, feeling of freedom, candor, openness and 
plenty of time. In the’ office tke worker can better control the 
situation to include these desired elements and can also bring the 
interview to a close at the psychological moment. The atmosphere 
there is more conducive to coming to conclusions. The drinker, if 
he is a man, must feel the thrill in carrying out an agreement made 
in & business-like manner. His pride is aroused. He feels in a 
very real sense that he is chiefly responsible. Such a sense of 
responsibility, strengthened by simple encouragement from some- 
one in whom the client has confidence, 18 one of the most potent 
factors in Success. 

A vital principle in working with individuals who drink, as in 
other forms of case work, is to work with the individuals in question, 
allowing them every opportunity to 2xpress their own opinion as to 
the difficulties in which we find them and helping them to make 
their plan for the future. Our treatment should as far as possible 
be based on their plan, or if we cannot accept their plan, we should 
make every effort to lead them to our.plan so gradually and care- 
fully that it becomes their own. The following will illustrate: 

In the past we hed been good frierds of the G. family. We had not 3een 


them in some time, however, till Mr. G. came in of his own accord to tell us about 
the days of hard drinking which had preceded his waking up to find his family 


~ 


literally broken up and separated. When asked his plan for the future, he shot ' 


back a reply which showed that his experiance had really touched him, and that 
it had vitalized him into making a plan tc which he had mentally Gommitted 
himself. Its chief elements were change of habit, & new routine of life and the 
objective cf a reconstructed home. His w-fe, broken down from overwork and 
worry, wasin a hospital. His children had been taken by the S. P. C. C. Be- 
cause he felt that the responsibility was ll Lis, he wanted to start off immediately 
trying to rectify his errors. His plan was sound in every respect and we co- 
operated with him to the end of making it posgmble for him to succeed. 

In the case of Mr. B., hig plan included the breaking up of his own home, hav- 
ing his wife committed through court far a cure, having the S. P. C. C. taka his 
children in order to bring his wife to a realization of her responsibilities and oppor- 
tunities and banishing -himself and his oldest son to a furnished room life until 
the family could be reàstablished on a firm foundation. Getting Mr. B. to put 
into words the long road ahead of him was perhaps the biggest possible help 
both to himself and to the case worker. 


In making our plans for the individuel who drinks, we find two 
possible lines of action, care at home or institutional treatment. 
Before we decide on either course of action, we want to have our 
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facts very clearly in mind. In his Report of the Inspector under 
the Inebriates Act for the Year 1909, Mr. Branthwaite places every 
alcohol user in one of three groups. They sre as follows: 


1. The occasional drinker, those who are are ssrictly moderate in their 
indulgence. 

2. The free drinker or occasional drunkard, those who drink more freely than 
is consistent with strict moderation or who are occasionally drunken. 

8. The habitual drunkard or inebriate, those who are habitually drunken or 
being usually sober, are subject to occasional outbursts of uncontrollable 
drunkenness. 


It is the individuals who fall in the first zwo classifications who 
give us our best opportunity for care at home. This plan of treat- 
ment undoubtedly has some disadvantages which must be realized 
at the outset. For example, we are hampered in a large city, no 
less than.in a small community, by the attitude of the public towards 
the persons who are trying to cure themselves at home.. On the one 
hand, there is the pubLe whick sentimentalizes; on the other, the 
publie which is harsh &nd sees no hope for the drinker. Both of 
these attitudes are manifestly unfair to th» individual; we must 
seek to educate the pubic, on the one hand asking people to give the 
individual a chance, on the other, expecting them to hold the in- 
dividual up to standards, to demand of him that he attain the best 
of which he is capable There are, on the other hand, undoubted 
advantages in home care of which we must take account. Among 
other things, the individual's pride and self-respect are saved; there 
hds been less of a break with the past, ther» are fewer explanations 
and apologies to be made. ;' This applies especially in regard to the 
children of our client, particularly the younger ones. Above all, if 
the individual can remain in the home and continue in the support 
or care of the family, the psychological effect is very great. Such a 
course of action builds up self-confidence and — both of 
which are vitally important. 

Weighing the advantages against the T aes we still 
can not choose home care unless we are sure of other facts. Is such 
a plan conducive to tie welfare of the family as a whole or will the 
family life be máterielly injured? Further we must be sure of the 
sincerity of our client in his effort to get ho.d of himself and we must 
be sure that we can direct his plans, if not actually control them. 
We must be sure thai we have the needec resources to make home 
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care & success in the given case. First among such resources is the 
proper medical care. It is vital that from the outset we know the 
physical condition of our client in order that we may build up his or 
her health in every possible way. The plan of a good physician for 
sound health must be the foundation stone on which we build up 
our other plans for treatment. Special medical treatment may also 
be used, depending upon the needs of the patient. Mr. Bran- 
thwaite, however, does not believe that any of the cures for alcohol 
have an inherent value. If the patient believes that the drug will 
cure him, then by all means try it. This belief will strengthen his 
will. Other resources sometimes tried are suggestive therapeutics, 
electrical treatment, hypnotic suggestion and religious influence. 
With some this latter may be a strong help; with others the gospel 
mission may do better work. Above all, interesting and remunera- 
tive work and relaxing diversions are invaluable. All these re- 
sources may be tried in the effort to gain our end which is the abil- 
ity of the individual to break his past habits and to establish self- 
control. ‘There may be more control there than anyone thinks," 
says Branthwaite. ‘‘ Awake the dormant self-control.” 

It is the persons who fall in the third classification above quoted 
who constitute the group for whom institutional care is most often 
needed. It is therefore essential to have clearly in mind the char- 
acteristics of this group. Dr. Irwin H. Neff of the Norfolk State 
Hospital, Massachusetts, says that inebriety is an expression of 
nervous weakness and that upon this weakness is founded a habit 
which we call drunkenness. In other words, there is in the inebriate 
a definite pathological condition which predisposes him to an exces- 
. sive use of alcohol if he drinks at all. It is possible that inebriety 
may be acquired by long continued indulgence but usually inebriety 
is inherited as a nervous condition, remaining latent or becoming 
evident according to circumstances of habit and environment. Dr. 
Neff concludes that inebriety is &' definite disease and must be 
treated as such, although much can be done along the line of estak- 


lishing new habits and by personal influence aa in the case of both - 


the occasional drinker and free drinker. Because there is & definite 


pathological condition in the case of the inebriate, his or her only 


hope lies in having the possibility of drinking entirely removed, at 


1 For a brief discussion of the value of gospel mission, see American Red 
Cross Publication 200, July 16, 1917, pp. 41 and 42. 
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least temporarily. It is for this reason that institutional care (in- 
cluding farm colonies) is advisable for this type of clients. The 
place of institutional care in the treatment of inebriety has been so 
well covered in the article on “The Practical Treatment of Inebriety 
in a State Institution” by Irwin H. Neff? as to make further dis- 
cussion unnecessary here. The reader will there find a full discus- 
sion of after care in which work all the skill of the finest type of social 
case work is involved. 

In all types of cases in which drink is a factor, be they the occa- 
sional drinker, the free drinker or the inebriate, it is essential that 
there should be given to the man a definite objective in life to help 
him overcome his battle with drink. This objective must be chosen 
with a full knowledge of the possibilities of the individual and must 
never be beyond his reach. It is needless to add that the objective 
should be stich as to call forth the very best efforts of the client, 
awakening his imagination and arousing him to & new life. 


! Proceedings of the National Conference of Charities and Correction, 1915, 
pp. 396-407. 


THE IMMIGRANT FAMILY 


By Eva W. Wary, s 
Director, The Extended Use of the Public Schools, Boston. -~ 


The test of a good cage worker i8 found in the many-sided field 
of social treatment as it relates to the immigrant. Not only is high 
skill demanded in analyzing personal difficulties but a knowledge 
of the customs and traditions as well as the inner hopes and aspira- 
tions of the immigrant is also imperative. 

It is agreed that only & beginning has been made in social 
diagnosis in general, but it is not so certain that the same humbleness 
of spirit exists in regard to the plotting of a plan of action in relation 
to our foreign residents. Else why are so many philanthropic 
organizations found in immigrant communities still carrying on their 
case work in the rudimentary, undifferentiated fashion of consider- 
ing certain human traits to be so basic that reactions are identical 
whether a man be a Russian or an Armenian, a French Canadian 
or & Pole? Societies recognize the fine gradations of analysis that 
are coming to be required in getting at the variations of mental 
power and of manual aptness. They draw on the knowledge of the 
psychiatrist, the psychologist, the vocational counselor, and yet 
most of these same societies meet the problems of the immigrant 
apparently in complete innocence as to the play of dominant racial - 
experiences. 

There has been a curious lapse in this respect in the building up 
of case work technique. In going about the country the writer has 
been interested in inquiring in regard to this question of specializa- 
tion in case work for the immigrant and it would assist the general 
cause considerably if readers of this article would do the same. It 
will be found that in the majority of our large industrial areas where 
the issues, both personal and social, are intense, as well as in many 
of the foreign sections in our cities, organization after organization 
is functioning almost exactly as it would function in an American- 
born community. Two or three of the more important members of 
the nationalities living in the towns or districts of cities may serve 
on committees or boards of management and interpreters may be 
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used, but the executives who are intrusted with leadership will be 
found far too often to have had no experience that fits them to under- 
stand European customs. They haye neither traveled abroad 
nor resided in local foreign colonies, and often they are amazingly 
lacking in an intelligent grasp of the fund&mental issues involved in 
the adaptation of the personnel of their districts to the require- 
ments of American living. Maximum results in the way of assisting 
the immigrant and his family will never be obtained so long as this 
holds true, nor will the community be stimulated as it should be. 

It must be said to the credit of social work that in certain of its 
branches it has shot ahead of education. Americanization societies, 
immigrant protective leagues, and travelers’ aid groups have shown 
how inadequate school work for immigrants has been and is. Cruel 
as much of the hyphenated American propaganda was, it roused the 
country into realizing what it had not done and an important part 
of the national defense program is now concerned in working for the 
best interests of the immigrant and, therefore, of ourselves. Night 
school procedure is gradually changing. Day classes in English and 
in other branches of study are operated for the benefit of. night 
workers. Far greater attention is paid to instructing thenon-English 
speaking mother. The schools are throwing their doors wide open 
for lectures, forums, civic clubs and discussion groups, as well as 
for musical societies, so that the thought life may be expressed and 
the refining elements of dormant art consciousness may be developed 
and brought out. 


` LARGER ÁsPECTS OF Casma WORK 


The war has caused the question of immigration to be faced 
squarely, and every social, civic or philanthropic society that has had 
to do with the immigrant should take account of stock. The argu- 
ments pro and con for immigration are many. Economists take 
sides; the sociologists are not‘in one camp; those who are interested 
in political science are found to be divided. Among the general 
citizenship are those who believe in restricting immigration and those 
who do not. Where do the social workers stand? Sentiment, in- 
tuition, generalizations by only a few observers over only short 
periods of time will not help. Massed experience in which the varied 
elements of physical standard, mental power, industrial success, 
political effectiveness and ethical outlook are gauged not as sepa- 
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rate ends in themselves nor through abstraction but in the blend of 
personalities known, is the contribution demanded of social workers. 
Social workers may well ask whether their case work is in the hands 
of persons with the requisite breadth of understanding. Is case 
work so organized as to give the necessary data? Is the range of 
contact of secretaries such as to enable this data to be interpreted 
in its relatedness, not merely from the point of view of the indi- 
vidual but in order to contribute to problems such as the immigrant 
and labor, the immigrant and the race stock. These are some of the 
larger aspects of case work. 

Tt is not the object of this paper to stand as an essay for or 
against any of these opinions on immigration but rather to point out 
that the case worker who does day to day work in immigrant com- 
munities and who is not viewing each day’s experience as material 
to assist in the shaping of public policy toward the alien, not only 
negates social work but also becomes a deterrent factor in the prog- 
ress of our knowledge of asubject which has untold influence on the 
future of America. 

No society should be satisfied with a worker whose results are 
merely tabulated by jobs found, medical assistance given, or the 
number of children’s difficulties that have been straightened out. 
A. certain proportion of successful results is to be taken for granted 
by any one who has been trained for a calling. Efficiency comes 
from what is played up out of personal contacts. Here is where a 
case worker falls down unless the tangled scope of the immigration 
problem is clearly sensed and unless the bristling questions that are 
being faced by outlying sciences as they play into the field of social 
work are understood well enough to be tested by each individual 
need or family necessity. 

For example, what policy does the worker advocate in regard 
to industrial adjustment as a result of experience with out-of-work 
cases? How do the immigrant cases differ from similar cases which 
involve the American-born? What is the statistical comparison of 
disease between a given race and the American-born? If the immi- 
grant is more resistant than the native-born, why? If less resistant, 
why? Do local case histories tally with available statistical ma- 
terial? If not, why? A contribution may be lurking in such a 
search for fact within the range of the sphere of the case worker. 
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PROPER QUALIFICATIONS FOR Cask WORKERS 


Granted that this interplay between the actual needs of men 
and women is known and that the issues involved affecting our 
social structure are recognized; granted that the method is adopted 
of analyzing each person’s difficulties in the light of the group prob- 
lems of a given nationality; and granted finally that so wide a re- 
sponsibility is assumed as that of attacking such an assumption as 
national deterioration in the light of local knowledge,—a question 
still arises as to the qualifications and trairing of persons who are to 
serve public and private agencies in the field of action of the immi- 
grant. As to the personal qualifications of a worker with immi- 
grants, certainly there should be no ray of prejudice. The worker 
who is so caught by the romance of difference as to see every immi- 
grant problem in high lights is quite as much against the cause of 
the immigrant as the one who cannot shake off the shackles of 
Anglo-Saxon provincialism. In other words, the balanced, scien- 
tific mind that searches and waits is of importance: not, however, 
the scientific mind of the recluse but of the individual who lives with 
men. 

Absolute science plays its part on the elemental plane; beyond 
are all those ranges of thought and assoc:ation which make our 
civilization, the change of emphasis of which can only be known by 
close contact with people. If it be permitted to recognize tempera- 
ment, & social worker with immigrants, more even than those in 
other fields, should have that intangible power of winning confidence 
and of rousing belief in self which breaks down all barriers and brings 
about understanding on the basis of human nature. This is es- 
pecially important in the case of a worker whose race stock is dif- 
ferent from the race stock of the community which is served. 

This leads to a mooted point. Which will do the better, a per- 
son whose parentage reaches back far enough to be considered a real 
product of our country or one who, if not an Americanized immi- 
grant, was born in this country of immigrant parents? If it were 
positively stated that only Italians shou.d work among Italians, 
Bohemians among Bohemians, such 4 statement would be far 
afield. This error is made by certain societies organized on & racial 
basis. On the other hand, society after society in this country is crip- 
pled because the staff is made up of persons with no affiliations with 
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‘the racial groups among which they are working. The fact of the 
matter is that a member of a given race has certain marked advan- 
tages over a person not of that race. The ability to talk freely in a 
mutually understood language, appreciation of a common tradition, 
the understanding of racial or religious customs, are tremendously 
important and are of immediate advantage in the first days of con- 
fusion and inquiry when-the immigrant arrives in this country. 
As soon as the immigrant has gained a footing, however, another 
consideration enters in and that is the obligation to bring the immi- 


grant into such contact with Americans and American ways as will ` 


lead to an appreciation of the American outlook. 

The history of the Slavs has made the Slav. The history back 
of America has made the American. It is incumbent upon us that 
we understand those who come from Europe. It is equally neces- 
sary that they appreciate thé type of person born and bred here for 
generations and reared under our institutions. This is fair play and 
. the faults of both'in relation to our country can only be eradicated 
by mutual codperative effort based on understanding; and this can- 
not be brought about at arm’s length. Therefore, the person of 
American descent whose background of experience justifies the claim 
of understanding the alien, has a place on the staff of societies organ- 
ized tô assist the immigrant. 

When residents of a locality take the attitude that no straight 
- American should be engaged in their district, they are to be con- 
demned as missing an opportunity, not only directly for themselves 
but also in the way of interpreting their contribution to that larger 
circle called the public on whom after all their welfare depends. 
The ideal combination of workers would include both persons who 
have immigrant ties and those who have not. Under no considera- 
tion should a person be made a secretary for the mere reason that it 
is thought advisable to have a representative of a certain racial group 
on the staff for that reason alone. Standards of efficiency have too 


often been let down when it was decided to appoint persons who are- 


members of alien groups so that truly representative agents have not 
been chosen. The foreign-speaking agent should have inborn 
qualities of a high order and should serve an apprenticeship over a 
period of time long enough to know well the resources of a com- 
munity. Certainly no novice should ever be plunged into an immi- 
grant district. A secretary not of European parentage should not 
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only have a wide range of experience in case work but also the asset 
. of long-term residence in a foreign colony in order to, appreciate the 
norm of a race and also in order to know the svecial difficulties the 
immigrant meets with in this country. This subtle understanding 
does not come in one week or two. 

The training of a case worker among immigrants should be con- 
cerned not only with the usual methods of socis. diagnosis and treat- 
ment but with the working of the institutions that have been or- 
ganized particularly for immigrants. The operation of our laws 
should be studied and tested. What public officials can and cannot 
do should be known. No one should begin tc do case work among 
immigrants who is not thoroughly familiar with the method by 
which aliens are admitted into this country and guided to their 
destinations; with the operation of the courts as they affect the im- 
migrant; with the steps that lead to citizenship; with the employ- 
ment offices as they serve in getting work. The weak and strong 
points of both public and private agencies must be known and a per- 
son should have become expert in using available resources or in 
supplementing the same before an appointment as an executive can 
be expected. 


TYPES or [MMIGRANT PROBLEMS 


Compared with case work in the main, individual and family 
immigrant problems that an agency is called upon to face are not of 
the degenerative type. The immigrant gets irto trouble and needs 
assistance most often because of a failure to understand American 
requirements or because of imperfect adaptation to our conditions. 
Of course, certain immigrants drink to excess. Of course, there are 
the shiftless among them as well as those who neglect their homes 
and those who fail to go forward. Sickness, too, plays its part in 
our ease work for the immigrant. In generzl, however, it can be 
taken as a fair presumption that the needs of immigrants who 
apply for aid can be discovered with comparative ease and that the 
proportion of successful results to failures will be high. This 
statement should not for a moment be taken as inferring that our 
native stock presents more difficulties or difficulties of a kind that do 
not yield to ready solution, but it must be frankly admitted that 
those who are native bred will not go to a charity except as a last 
step: 
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On the other hand, the immigrant tends to turn to local agen- 
cies for assistance for no other reason than to be sure that the right 
track has been chosen. This is more and more true now that the 
races coming to us are finding us far different from themselves. The 
immigrant arrives with a humble trust in the helpful personal in- 
terest of Americans. Even police officers are often asked to decide 
upon the most intimate matters of family policy. In short, a 
worker among immigrants can take it for granted that an immigrant 
in entering an office has come for information or guidance as such, 
that there is no drag of personal weakness or broken ties of family 
or group to be faced in the majority of instances. : 

An illustration, A man out of work and physically run down had been work- 
ing ag an unskilled helper in a factory. Wages at the time he was interviewed 
were $2.50 per day. He had been in the United States two years and said he had 
been a draftsman in Europe. The man was given a pencil and to the surprise of 
the agent drew the picture of a cottage in which he had lived in Italy and when 
asked how the rooms were arranged in the cottage, drew a floor plan. The man 
was asked if he was in need of money. He replied that he was not but he was 
greatly worried because he would be in & couple of weeks. He said he had heard 


that the agent could help him to get another position where his work would not be 
88 hard. 

Aciion on the case. An appointment was made with an Italian physician who 
reported that the man needed rest and that he was unstrung nervously because he 
did not like his work which had been too heavy for him. An architect was tele 
phoned to. By a stroke of good fortune he said he would see the man. 

Resuli. Hight (8) years from that date, the family was living in a suburban 
home which was being paid for through a coóperative bank. 


It is to be noted in connection with this case that very few 
questions were asked. The record might be considered incomplete, 
yet certainly the art of a good case worker consists in knowing what 
not to ask quite as much as what to ask. With immigrants it is of 
prime importance that their confidence be won. Great care should 
be taken not to cause self-consciousness through too close an inquiry 
into personal affairs. Many an immigrant has been turned aside 
by too incisive a method on the part of case workers, and the un- 
cooperative attitude of immigrants who have been in this country 
for a time is undoubtedly due to prejudice engendered by the lack 
of appreciation by an agent of the need of care in a first approach. 
It would be a fair guess to state that societies in which immigrant 
needs factor largely, will testify that 90 per cent of their cases will 
revolve around such matters as advice regarding where work can be 
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found, or better jobs obtained; questions as to our savings institu- 
tions; problems involving their own desire to learn English and to 
educate their children; matters concerned with sending for rela- 
tives or getting in touch with members of their families who are 
supposed to have arrived in this country or are expected; questions 
in regard to becoming citizens and matters which concern medical 
care. Immigrants need to be told where to go for work and to be 
put in touch with the leaders of their race who can be trusted. 
They need to be directed to public agencies that will assist them, 
such as immigration bureaus, night schools and recreation centers, 
and the skill with which this is accomplished means everything for 
the future of those who come to us. Every inquiry carries with it 
the responsibility of so answering that the immigrant leaves with a 
clear understanding of the matter in which he is interested and feel- 
ing encouraged to return if again puzzled. 

Enough has been said to make the point that in immigrant 
case work more frequently than not the problem is one of putting 
persons in touch with resources that are unknown to them. The 
immigrant, comes to us strong, eager, ambitious. Give him a 
chance and he will do the rest. Difficult personal idiosyncrasies 
do not play a large part in case work with the alien nor does family 
discord. Would that the same were true of the second generation! 


Tap SECOND GENERATION OF IMMIGRANTS 


Our contact with the immigrant straight from the old country 
convinces us that he is seldom unable to care for himself. His 
children, however, are found on our relief lists and in the ranks of the 
unemployed to too large an extent. No fair-minded person can lay 
this fact to anything other than our own American neglect. Two 
lines of effort open up here for the-case worker. 

First: a far more refined fitting of individual ability to op- 
portunity than has been carried out and a more drastic attack on 
certain environmental conditions which weigh heavily upon the 
immigrant. At present the immigrant is fed into industry as noth- 
ing more than a unit of man power. The time is approaching when 
the government employment agency will use the vocational method 
of considering special aptitudes for particular jobs. Immigration 
brings in a mags of unskilled labor, it is true, but there have} been 
hundreds of instances of men whose skill as machinists or craftsmen 
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has been wasted because they have not known where to go for guid- 
ance or because an employment agency has not taken the pains to con- 
sider anything but the fact that a man needed work and that any 
job would do. 

' Not only are the government employment agencies moving on 
toward the point of greater care in classifying workers, but industry 
itself is concentrating on lessening the labor turnover and is engaging 
persons to test out special ability. 

Further, considering the European environment from which 
certain of our Immigrant groups come, it is essential that we- get 
those with an agricultural bent out on to the land. Although some 
gain has been made in this matter of distribution during the past 
few years, we have only begun to attack the problem so that the 
case worker with immigrants will find a fertile field in this-direction 
for individual suggestion and individual encouragement. 

Case work records of an agency tell their own story of difficulty. 
They present the effects of heredity, the overpowering result of dis- 
organized family life and the insuperable difficulties of environ- 
mental conditions. With the immigrant we find not so much diffieul- . 
ties of heredity as lowered family unity. We find bad housing, the 
evils of congested areas and industrial exploitation playing their 
part in breaking down the natural mental power, moral rectitude 
and physical tone of the immigrant. Since this is true, efforts to 
assist individuals stand indicted unless, coupled with these, case 
workers use every means for atiacking environmental handicaps. | 

A native of this country is often not in close enough touch with 
European family standards to realize fully how very important it 
is to go back continually to thefamily relationshipin given individual 
difficulties or in thinking out a plan of action for a boy or girl, man or 
woman. Two extremes are often faced in immigrant situations: the 
instances where persons have no relatives in this country and 
so are free from all family restraints, and the instances where fam- 
ily dominance is so strong as completely to submerge the individual 
and create an almost insuperable obstacle to necessary freedom of 
action. | : 

The case worker should work sympathetically with the latte 
situation, remembering how important a part the family has played 
in the history of certain foreign races and in a negative way reason- 
ing back from forms of anti-social traits which, particularly in 
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young people, develop because parental respect and the ideal of 
the home circle has broken down. The family ceremonial should be 
honored and interpreted to our young foreign citizens in its Ameri- 
can setting. 


IMPORTANT FACTORS IN THE PROBLEM 


It is never safe.in any form of problem not to reason from the 
physical, mental and the moral responsibilities of a person back to 
assets or defects in family situations as well as to consider the helps 
or handicaps that may spring from association. With the immigrant 
the surrounding groups of which he is one are all important. Custom 
has at once a binding effect which may need t» be modified and at 
the same time a protective influence that must be brought to bear 
on many & situation, and in this regard no two nations are alike. 
There is all the variation of temperamental regctions as well as tra- 
ditional code. A case worker is treading on dangerous ground un- 
less these distinctions are recognized. 

With a person who has no family ties, the building up of ac- 
: quaintanceships among those who have enough at stake in a neigh- 
borhood to be acted upon by publie-epinion cannot be brought 
about too quickly. Itis more and more coming to be accepted that 
the judgment of one's peers acts as a centripetal force in holding one 
up to accepted standards of thought and action. When persons 
are free from the obligations of family and are outside the pale of 
the effect of community requirements, a decidedly unnatural situa- 
tion is created. Example after example could be given where the 
building up of community ties has swung persons from danger into 
resistant self-assertion. ^ 

By way of summary we may say that aside rom the usual iden- 
tifying data of the name, address, et cetera, which need not be de- 
tailed here, it is essential not only to get the country from which a 
person eomes but also the section of the country. Occupational 
circumstances should be gone into carefully since in many parts of 
Europe lines of work may be similar to lines of work here and yet 
vary greatly as to the technical requirements and the conditions 
under which labor 18 carried on. 

Moreover, it 1s not always safe to assume that an immigrant is 
uneducated, in its broadest meaning, even though he may have had 
little schooling. In certain sections, the folk organizations of the 
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people have for many years been such as to develop a depth of 
thought and a sort of philosophy, to say nothing of a practical 
kind of reasoning. Only a limited training in symbols of languages 
is needed to remove such a person far from the illiterate group. It 
must be remembered, too, that the importance of the church varies 
markedly in certain parts of Europe. 

One of the most important considerations is getting at the reason 
why the person came to this country. These factors are extremely 
important in helping to bring out the right kind of assets in a case of 
need or to make possible connectione with persons who would be 
willing to extend the advantages of good fellowship to a stranger or . 
to connect a person with any of our organized forces of civic or 
social life. . 

In facing any given problem one reasons first in terms of the 
power of the individual. What has he within himself? What has 
been given him by nature? What has been added by training? 
What does he possess in the way of experience and how does he fit 
_into his circle of associates? Then, what is there in the family sit- 
uation which wil push him forward or draw him back? What does : 
the community offer in the way of giving play to the possibilities 
made apparent by these two lines of deduction? 


\ 


THE SOLDIERS’ AND SAILORS’ FAMILIES 


By W. FRANK PERSONS, 
Director General of Civilian Relief, the American Red Cross. 


Although in the very nature of the case, soldiers and sailors are 
separated from their families, the Home Service'of the American 
Red Cross reaches both the men, wherever they may be, and their 
loved ones at home. Itis at once the means of sustaining the spirits 
of our fighting men and of preserving the welfare of their families. 
It ig a tie that binds them together. Men may be the best soldiers 
in the world, but if things are not well with their families at home 
they lose efficiency through worry, and the morale of the army— 
that all-important factor—begins to fail. l 

So it is the patriotic duty as well as the humanitarian oppor- 
tunity of Home Service workers of the American Red Crogs to care 
for the lonely families of our fighting men. They must be en- 
couraged to “carry on" without faltering. Their families must not 
be allowed to bear personal privation and so to double the willing 
sacrifices they have made. Every report from the training camps 
“~..-~and from the French front mentions the excellent spirit of our troops. 
Will they maintain this morale while thousands of miles from home, 
through trench-life and battle, to the victorious end? The answer 
will be determined largely by the Home Service of the Red Cross, 
which must be the nation’s assurance that no enlisted man’s family 
will suffer for any essential thing that lies within its power to give. 

There arerepresentatives ofthe Home Service ofthe Red Cross in 
every training camp for soldiers and sailors in this country; they are 
with our troops in France: and their offer of help is on the bulletin- 
board of every ship of the Navy. They invite the -confidence of 
the men, and win and deserve it. They learn of the anxieties of 
the enlisted men and of needs in their homes. Such messages are 
then promptly sent to the Home Service Sections of the Red Cross 
Chapters and their families are visited and helped? Then the.en- 
couraging news goes back to the husband or brother. He also is 
helped. That result is not hidden from those on this side the 
trenches. Daily letters are received like the following: 
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CAMP - 
December 10, 1917. 
To the American Red Cross: 

J wish to extend my sincere thanks to you far going to aid my wife and child 
whom I asked you to help last week. My wife wrote me that you came to see 
her. I highly appreciate that. J can soldier better now. 

Yours sincerely, 


^ 





I o a 


No argument is necessary to show that Home Service must 
give the assurance that the soldier and sailor must have, if he is to 
do his best,—the assurance that in trouble or misfortune the Red 
Cross will do what he would do if he were at home instead of at 
the front or on the sea. 

The Home Service of the Red Cross may assist, through morale, 
to shorten the conflict and so to lessen the consequences of battle, 
but it may do even more to save the social consequences of war at 
home. It may protect the homes left lonely and unprepared for 
emergencies; bring comfort and cheer to the homes left in anxiety 
and privation; safeguard the health of women and children; uphold 
the standards of child care, of working conditions and of recreation 
and education. So far as is humanly possible it may help to main- 
tain the essential standards of home life, so that when the soldiers 
and sailors return from the war, their families shall be found ready 
to help and to encourage them to honor further the country which 
they have so nobly served. Necthing less than this will measure 
up to American ideals, and on these ideals the Red Cross has founded 
its conception and its plans for Home Service. 


OrPonTruNrmES OF Home SuRVICE 


Home Service is not relief in the sense of money payments or 
doles of food or clothing, though such assistance may be necessary 
even to the families of soldiers and sailors. The enactment of the 
War Risk Insurance Law, heartily advocated by the Red Cross, has 
placed the responsibility for financial aid in large measure upon the 
government, where it justly belongs. The provisions of that act 
make liberal money allowances to the families of men in the armed 
service. These allowances do not diminish but rather multiply 
the opportunities for usefulness of Home Service, though these were 
manifold before allowances were granted. Home Service is now 
able to turn its full power upon ita own real task. 


` 


-— 
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The greatest opportunity of Home Service lies in conserving 
human resources in the families left behind. ‘The majority of these 
families are in position to maintain good standards of health, edu- 
cation, industry, and family solidarity without recourse to outside 
help of any kind. A considerable minority, on the other hand, find 
their powers of self-helpfulness strained to the breaking point by 
lack of opportunity, by ill health, or by the sudden changes in their 
way of living brought about directly by war conditions. In no 
instance must the standards and ideals of home hfe be lowered. 
The social consequences of war must be anticipated and all ten- 
dency to deterioration must be checked. 

The second opportunity for Home Service, for which the 
government in the very nature of things cannot make provision, 
is relief in emergencies, such as temporary financial aid while legal 
claims are being adjusted, or while the receipt of a government 
allowance is delayed. The chief requirement here is promptness. 
This kind of service has not been a heavy burden, although the 
Red Cross Home Service undertook it during the first seven months 
of the war when there were no government allowances. In every 
instance Home Service is careful to continue ita relations of confi- 
dence and friendship with the families it has aided in this way and 
to conserve the welfare of these families in every possible manner. 

The third opportunity, like the first, will be not only a con- 
tinuing but an increasing one. It is the giving of regular allowances, 
when needed, to those who have no legal claim to the federal allow- 
ances, but a moral claim to Red Cross interest, owing to the fact’ 
that they have been accustomed to depend upon men now in the 
service. Another large group, who have no legal claim on the 
United States governmen? but who have been formally accepted by 
the Red Cross as a special responsibility, are the families resident in 
the United States of men who are in the armies or navies of our allies. 
This is no small matter. On Manhattan Island there are many hun- 
dreds of these families receiving Home Service. It is the aim of 
Home Service to discharge scrupulously in each community this duty 
to the families whose men are fighting side by side with our own. 

The fourth opportunity for Home Service will increase in im- 
portance with each month that our forces are engaged in actual war- 
fare. It relates to the returning soldier or sailor, more especially 
when he returns disabled, Whatever can be done through special- 
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ized hospital and institutional treetment will be done by the govern- 
ment, supplemented so far as may be appropriate by the Red Cross 
and by other agencies. The supremely important thing is the pre- 
vention of permanent disability. In this, many forces must co- 
operate. In so far as these forces are local, Home Service will have 
to carry forward the work begun in government hospitals and 
training shops. The non-institutional side, .the readjustment to 
actual home conditions, the fitting ofymen back into industry after 
discharge, the interesting of individual emoloyers, the organizing 
of local resources for further training, and the development of a 
helpful and stimulating attitude towards these men throughout the 
whole community,—these are recognized as definite Home Service 
tasks. It is not merely a just, humanitarian service to individuals, 
but also a duty to the country, to put forth every effort to conserve 
the energies of partially disabled soldiers and sailors, and to read- 
just them to civilian and industrial life. ' 

The fifth opportunity for Home Service lies in the desire of 
relatives of enlisted men for information of many kinds. Already 
this service is widely extended through Home Service advising how 
mail should be addressed to soldiers and sailors; how information 
may be obtained concerning those sick, wounded, or missing; what 
the War Risk Insurance Law means and how to take advantage of 
its provisions. This work is being constantly extended and is 
saving untold anxiety and suffering. It will serve furthermore in 
a very substantial way to maintain the comfort and health of those 
families who .have given their breadwinners and protectors to the 
service of their country. 

Finally, a sixth opportunity for Home Service is to help families 
to keep pace, in ambition and achievement, with the man who is 
surrounded, often, with new chances for education and advancement. 
The growing importance of this work is realized by Home Service 
workers. Men who have had but limited opportunities in life are 
suddenly obliged to travel, to accept mental discipline as well as 
military discipline, and to associate with men such as they have 
never met before in close contact. And they are advancing. For 
example, one Home Service Section is now caring for the large 
family of a naturalized citizen who voluntarily enlisted as a private 
but who is already top sergeant. He has made good in remarkable : 
fashion. If he should return home to find his family in the same 
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forbidding home life in which he left them, he would most surely be 
disheartened and discouraged. So the Home Service worker has 
moved the family to pleasant comfortable quarters. The wife and 
children have now the recreation and advantages which will in- 
- sure a home life worthy of this soldier’s ideals when he comes back. 


ORGANIZATION 


Concerning the organization of the Red Cross for Home Service, 
perhaps it is sufficient to say that the work is organized in each 
locality as a separate, distinct activity of the local Red Cross Chapter. 
As a part of the Civilian Relief Committee of the Chapter, there is 
constituted a Home Service Section whose membership is as repre- 
sentative as possible of various local interests—business, profes- 
sional, church and social work. The Home Service Section is 
responsible to the officers of the Chapter for the proper conduct 
of its work in behalf of the families under its care. It decides mat- 
ters of policy as to its own work; prepares and submits the budget 
required for carrying on its activity ; employs tke clerical and visiting 
staff; enlists its volunteers; organizes its office system and makes 
its own required reports to the Chapter and to the Department of 
Civilian Relief. Where the work is considerable, & Consultation 
Committee is appointed which includes persons engaged locally in 
publie health work and social service, and others with special ex- 
perience and knowledge of :ocal social conditions. If possible there 
is also appointed someone familiar with the military and naval af- 
fairs, who can advise the Section concerning proper procedure in 
such matters. There is also usually appointed a lawyer who can 
instruct the Home Service workers about municipal and state laws. 
The principal function of the Consultation Committee is to con- 
sider difficult problems which arise in the course of work with in- 
dividual families. It is designed to facilitate codperation between 
the Red Cross and the agencies and persons regularly engaged in 
family work. 

Each Home Service Section draws its budget from the funds 
of its Chapter, raised locally, the responsibility for raising funds for 
Home Service resting with, the Finance Commitiee of the Chapter. 
There is the minimum of red tape and formality, the minimum of 
control so far as the Deparzment of Civilian Relief in Washington 
is concerned. 
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It is the purpose of the Red Cross Home Service that each 
Chapter shall have such a Home Service Section, no matter how 
few men may have entered the service from its territory and no 
matter how self-sufficient their families may appear to be. By 
no other means can the responsibility for Home Service.be fixed. 
The Home Service Section in each community is much more apt to 
have the coóperation of local social agencies, and to enlist the ini- 
tiative, the cordial spirit, and the sympathy in fullest measure 
of the neighbors and friends of soldiers’ and sailors’ families, if the 
responsibility for organization and direction of this work remains in 
local hands. Without & group charged with this responsibility for 
Home Service, there will be soldiers’ children dropping out of school 
or deprived of timely medical treatment; there will be soldiers’ 
wives wheedled out of their income by shrewd agents or cheated out 
of it by fakers; and there will be soldiers’ homes broken up during 
their absence by misfortune of one kind or another which the strong 
will and informed mind of a friend at hand might have overcome. 
Ten families have just as much right to Home Service as have one 
hundred families. It is not the volume but the character of the 
work that counts. l 


How Home SznvVice Learss Wanra HELP is NEEDED | 


Home Service endeavors to be very careful about the method 
of approach to these families. It is not intended or permitted that 
ail families of soldiers and sailors shall be called upon, and asked 
if they require assistance. No home is to be visited in the name of 
Home Service without & definite invitation from the family or from 
some responsible person competent to speak for them. Home 
Service has no desire to intrude or to expose people to comment. 
For this reason, the wearing of: & special costume by Home Service 
workers has been discouraged; for this reason also, unconfirmed, 
anonymous requests to visit families are ignored, though each such 
request is made a matter of record. It is purposed that the work 
of the Home Service Section be so well understood, and its work so 
natural and neighborly, that those who need help of any kind will 
be drawn to avail themselves of it. There are many ways, of course, 
in which the Home Service worker may come into contact with 
these families. 

At every camp and cantonment the Home Service Director, 
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who everywhere enjoys tne fullest support and approval of the 
military authorities, takes every means to let the men know of this 
phase of Red Cross work. Sailors on every vessel of the Navy get 
the message. Many requests come from soldiers and sailors 
through such publicity. Through publicity in the local press, 
and through their friends, Home Service comes to the attention of 
other members of the soldier’s or sailor’s family who may ask help 
for the wife or the mother of the household. These have been very 
frequent means of approach to those who have needed assistance. 

Home Service Sections learn of emergencies in families, and 
find ways of offering help, in the natural course of fulfilling the 
Information Service which has proved to be one of its great op- 
portunities. Helpful relations have been established with families 
in which there were children, by securing the assistance of school 
teachers to whom the aims and the scope of Home Service are being 
everywhere explained, not by general circularizing but in quieter 
ways which have resulted in mutual understanding and the secur- 
ing of prompt information about children who are wayward or sick 
or neglected, or withdrawn from school prematurely because of the 
war service of a father or other near relative. 

Ágain, the various religious and social organizations of the 
community have many contacts with the families. To these agen- 
cies the Red Cross has given full information about the work of 
Home Service. This is not done by formal approach through cir- 
eular or advertisement but by personal eontact and association and 
by drawing into the Home Service Sections, as members, repre- 
sentatives of these social agencies and religious societies. Home 
Service Sections have established friendly relationships with thé vari- 
ous state and local Councils of Defense, who notify them promptly 
of homes where Home Service is required. Finally, Home Service 
Sections have established contacts with Exemption Boards, and 
have in many instances learned thereby of the needs of families 
of drafted men. 


How Home SERVICE 1s Grven 


Home Service has demonstrated its ability to conserve human 
resources in thousands of homes by helping to maintain there good 
standards of child care, of physical and mental health, of education, 
and of working conditions. In some communities these standards 
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have been achieved only after long toil. Home Service is helping 
to maintain them. 

‘Living is more difficult for everyone in war times, and the first 
thing a Home Service visitor comes to understand in trying to 
conserve the welfare of children, is that their mothers are, beyond 
everything, often lonely and discouraged. Whatever will give 
the mothers courage to “carry on” helps the children. From 
many different parts of the country comes the story of women whose 
outiook is suddenly darkened, whose need is for sympathetic under- 
-standing of their plight, for the development of new interests and 
cheerful companionship. Some are facing the birth of 4 first child 
alone; some have displayed symptoms of mental depression that 
require the promptest attention and, in a few cases, hospital care. 
The absence of the mdn deprives the family of the interest which 
he brings home with him from the world of trade and industry. 
This lack and loss of companionship must, so far as possible, be re- 
placed. Various forms of recreation, including clubs and classes, 
become, therefore, very important for the mother as well as for the 

The chairman of a Home Service Section reports one instance 
in which discouragement led a mother to write to the department 
of soldiers’ aid in her state, asking her husband’s release from the 
army; her three boys, she stated, were so unruly that she could do ' 
nothing with them. A Home Sarvice visitor, asked to report upon 
this request, found the family in no financial difficulty, but the 
mother so worried that she lacked the mental energy to cope with 
three little lads all of whom were full of life and high spirits. The 
visitor’s first suggestion was a vacation for the mother and a tem- 
porary housekeeper for her children. But the boys would have 
none of this, protesting that they wanted their own mother and no_ 
one else. "This new attitude upon their part gave no small degree of 
comfort to the discouraged woman. She began,to enter into the 
recreational plans for the children, which were proposed and carried 
out by. the visitor, but seemed to respond most of all to the chance 
to talk over personal affairs at frequent intervals with someone who 
was really interested in them. 

The health of young children is a matter of constant concern 
on the part of the Home Service worker who is urged to consult the 
physician advising the Section about the obvious indications of 
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malnutrition, adenoids, and other frequent ailments of infants. 
Speaking generally, any sign of debilitation, such as persistent cold, 
cough, loss of weight and appetite, mouth breathing and pallor 
prompts the visitor to urge the parent that medical advice be 
secured. 

All available resources for the health-care of the school child 
are brought to bear when at all needed. Home Service workers 
make full use of the services of the infant welfare nurse, the school 
nurse, and the tuberculosis nurse, and of.any visiting nurse or public 
health nurse in the commurity. Such nurses are sometimes asked 
to advise about dietaries and food economies as well as concerning 
matters of health. 

A representative of the national Children’s Bureau says that 
the chief measure for protecting babies is to insure their care and 
nursing by healthy mothers in their own homes. Helping mothers 
to plan their affairs so as to remain at home most of the time while 
the children are small is a health measure for both mother and child, 
though a woman’s temperament and her standard of home care 
before the enlistment of the breadwinner should be taken into con- 
sideration. 

Faithful school attendance is often assured bv arranging, when 
necessary, for regular reports from teachers. When the age for 
leaving school approaches—in fact, long before it has arrived— 
Home Service seeks the best vocational guidance obtainable for 
the boy or girl. Its workers discourage entrance into occupations 
in which there is no future, no skill to be acquired, no good chance 
of advancement, or in which the processes menace health. 

Problems of boys and girls in their early teens—in the years of 
adolescence—often require the wisest advice available from teachers, | 
club leaders, and from others experienced in child helping. 

Sometimes the mother is unable to manage the family affairs 
as she should. She may even be the victim of a bad habit. Then 
it is important that the allotment of pay and the family allowance 
be expended by someone else who will administer it for her and her 
children’s best welfare. Soldiers and sailors have had to appeal 
to Home Service Sections in such situations, the sclution requiring 
court intervention in some cases and in others nob. 

Another difficult situation is that of the father whose wife has 
died. A widower, drafted into the army, appealed to the Home 
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Service Section in his city to arrange for proper care for his one 
child. This was done with the help of a child-placing agency, and 
the child’s board being paid by the father through the Home Service 
Section. i 

The question has been asked whether unmarried women who are 
the mothers of soldiers’ children come within the scope of Home 
Service. Such mothers do, and, so do their children. The legal 
rights of both mother and child should be known. In handling 
such cases, & denial by the man must be investigated, remembering, 
however; the possibility of blackmail and so being very careful to 
deal fairly with both man and woman on the basis of all the facts 
obtainable, and with the competent advice and service of a good 
lawyer of sympathetic mind who should be a member of each Home 
Service Section. 

Many people become so accustomed to a low health standard 
that they actually regard ill-health as a normal thing. Home 
Service visitors try to accustom families to a higher standard, and 
to attend to dental defects, eye defects, nose and throat defects in 
time, bringing them promptly to the^notice of the proper medical 
and dental specialists. 

It is necessary, in particular, to guard against an increase of 
tuberculosis. The experience of foreign countries, especially of 
France, in this war, indicates the possible rapid spread of this 
disease. Accordingly, espécial attention is directed (1) to any 
loss of weight in members of the families visited, (2) to a persistent 
cold or cough, (8) to fever or loss of appetite. Suspected cases are 
referred to a doctor or to the local tuberculosis dispensary. “Tn 
families where we have found a history of tuberculosis in the past,” ` 
. writes the secretary: of one Home Service Section, “we have had 
examinations made and have been able to give treatment to patients . 
who had not known they required a physician’s care." 

Here is an extract from the notes of one Home Service visitor. 

We were asked to furnish crutches in this family for the lame boy of thirteen. 
He lives with his father, mother and five brothers and sisters, of whom the oldeat 
boy has enlisted. I found all the others in bad physical condition owing to a 
combination of insufficient income, poor management, and lack of knowledge of 
food values, so I took every one of them to s dispensary, where they were examined 
by specialists. Two doctors examined the boy who “needed crutches.” With 
the consent of his parents and his priest, he was operated upon with satisfactory 
results. .I am teaching the mother how and what to cook. There is an aston- 
ishing physical improvement in every member of the family. 
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Mention has been made of the importance of keeping children 
in school and assuring regular attendance there, but Home Service 
Sections are doing more than this. Children who had been re- 
moved and put to work to meet a shrinkage in the family income 
are being returned to school promotly, as soón as Home Service is 
called in. One Home Service Section reports a boy, found to be 
working illegally nearly fourteen hours & day, who has been re- 
turned to school. This Section is making spezial provision to keep 
children between the ages of fourteen and sixteen in classes where 
they will receive a good preparation for earning their living later. 
Another is taking children out of "blind alley" occupations and 
providing special aid to give them training for better work. An- 
other reports upon a wayward boy who has been introduced to the 
Boy Scouts and is now doing well in school. Stil another made . 
it possible for a young man to complete his lest year in college by 
paying the necessary tuition after his father entered the national 
army. One member of a Home Service Section is getting a great 
deal of pleasure out of giving free music lessons to three children 
whose father has died. | 

Unless we are able to learn by the mistakes of Great Britain in 
the earlier years of her. present struggle—mistakes which she recog- 
nizes now—we shall be confronted with attempts to speed up in- 
dustrv'at the expense of the health and strength of the workers. 
The strict administration of the laws now on our statute books for 
the protection of workers against long hours and unwholesome 
processes is placed upon the conscience of those engaged in Home 
Service. 

First of all, the Home Service worker is expected to know what 
the national, state, and Iccal provisions are—not only the laws 
regulating working conditions, but the agencies and officials re- 
sponsible for their enforcement. What provistons are there about 
maximum hours? What is a standard working day for men, for 
women, for children of working age? Is one day’s rest in seven 
provided for by law? Is night work prohibited for women? For 
children? What hazardous employments are prohibited for either 
or both? Children who work are required to have employment 
certificates in almost all of our states. Have these been issued 
legally? Women need special protection from overwork before 
and after childbirth. Lawyers interested in Home Service are 
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asked to advise about the laws applicable to these matters. By 
order of the Quartermaster-General of the Army, uniforms for 
soldiers cannot be worked upon in any tenement house or dwelling. 
Home Service workers give valuable help in the enforcement of the 
order by making it known to the ae with which they have to 
deal. 

Home Service Sections are —— MI€ avoiding the practice 
of thrusting women into industry who can serve the family better 
at home. Before family allowances made earning outside the home 
less necessary, they were assuming extra financial burdens cheer- 
fully in order to keep mothers with their children and this is im- 
portant to safeguard home life on this side. 

The Red Cross believes that it owes consideration to the 
agencies in each locality which are carrying permanently the 
responsibility for social service. At its annual meeting in Decem- 
ber, 1917, the Red Cross adopted a resolution which in substance 
is a8 follows: That while the Red Cross needs and must use immense 
sums of money for unusual purposes, it does not wish to receive that 
money at the expense of the permanent social work of this country 
but desires that the support of the Red Cross shall be in addition 
to that work. The Red Cross believes that the work of the local 
social agencies in each community must continue during the war, 
not only with full vigor, but with increased resources, in order to 
meet needs that are becoming greater; and the Red Cross holds that 
these local agencies must be ready to do their full part in social 
reconstruction when the war is over. It is the purpose.of the Red 
Cross, that the &wakening sense of social responsibility shall be 
utilized by thé agencies which are permanent and necessary, and 
that these organizations shall increase in membership and resources 
during the war, as their needs may require. The desire of the Red 
Cross, especially in its work of Home Service, is that everywhere 
there be the most cordial coöperation.  , 


Pia of How» Sprvick WORKERS . 


Successful Home Service work depends, indeed, not so much 
upon the extensiveness of the knowledge and experience of those 
relatively few persons who will be actively engaged in it, as upon their 
ability to utilize the knowledge and experience of others. They 
levy a claim upon the expertness of the whole community to which 


N 


SOLDIERS AND SAILORS’ PAMILIES 183 


the possessors of special knowledge and skill have been only too 
glad to respond with enthusiasm, once it has been made clear that 
the Red Cross intends to do its fair share and that it makes good 
that intention. 

In order that there may be a larger number of trained and 
competent executives for Home Service Sections, the Depart- 
ment of Civilian Relief has established at twenty-five strategic 
centers, representing every section of the country, Home Service 
Institutes. The Institutes are open to executives and members 
of Home Service Sections, and to other qualified volunteers. The 
. courges of the Institutes require the full time of those who attend 
for a period of six weeks. The programs of all the Institutes are 
practically the same. They are prescribed by the Red Cross and 
are given under its auspices. The course includes four hours of 
lectures and discussion each week, required readings, and the bal- 
ance of the time—about twenty-five hours each week—is spent in 
supervised practical field work in the Home Service of the Chapter 
in whose city the Institute is held and in the local societies that do 
similar work. The membership of each Institute is limited to 
twenty-five, in order to assure adequate personal attention in class- 
room discussion and in the field work. A certificate is granted 
by the Red Cross to those who complete the work with credit ‘and, 
in the field work, show qualities fitting them to assume responsibility 
in Home Service and aptitude for it. Wherever possible, the In- 
stitute is affiliated with a well-established University, College, or 
Training School for social work. 

For those unable to attend the Institutes, Chapter Courses are 
held in those cities where competent instruction and field work are 
available. These courses conform to a general standard prescribed 
and published by the Red Cross, but which may readily be adapted 
to local conditions and needs. Chapter Courses are always re- 
lated intimately to the work of the local Chapters. Many Chapters 
have conducted such courses and many more are planning to do so. 
The Red Cross strongly endorses the organization of such courses 
and believes that the volunteers connected with Home Service 
Sections will work longer and do more if they are given such train- 
ing. The eager response which has been made to the Chapter 
Courses and to the Institutes proves that people no longer feel that 
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good intentions are qualifications enough for Home Service. They 
want to learn how to do this work in the best possible way. 

Those who have taken up Home Service have been quick to 
see that it requires a familiarity with new problems and a facility 
in dealing with them which can be acquired only through training. 
To be sure, the Homa Service Institute, to say nothing of the Chap- 
ter Course, does not make social workers, but it does make informed 
people in the communities from which the students come. In 
short, the Red Cross, realizing its responsibility and its opportunity, 
is trying to fit itself to discharge that responsibility by beginning at 
the obvious point of departure—through a campaign of education. 
It is the earnest hope of the Red Cross, as it is the test of its stand- 
ards, that through Home Service in coöperation with other agencies, 
the family of no soldier pr sailor shall suffer a lowering of its stand- 
&rds nor lack any essential thing within the power of the nation 
. togive. Home Service is solicitous about the welfare of the families 
of men in the service because it realizes that upon; the success 
achieved in this task depends the kind of problems that will con- 
frcent the nation when the war is over. It is the hope of the Red 
Cross that its Home Service may help to awaken a national spirit ' 
of soċial responsibility so that when the war is ended, America shall 
have not a new social problem, but instead a new and greater social 
force in working out ite destinies. 
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BANKING INVESTMDNTS AND FINANCE 


JXKEMMERER, Epwin W. Postal Samngs: an Hastorwal and Critscal Study of the 
Postal Savings Bank System of the United States. Pp. viii, 176. Price, $1.25. 
Princeton: Princeton University Press, 1917. = 
This book is timely for all who are interested in the thrift campaign. The 

subject matter is only indirectly related to Liberty Loan Bonds and War Savings 

Certificates, but facts of importance to any one concerned in the development 

of the thrift habit are set forth; for example, the facts underlying the estab- 

lishment of the postal savings system, tae classes of a community from whom 
these deposits—the result af saving—corme, the circumstances affecting the in- 
crease or decrease of deposits, and the sections of the country in which the postal 

' gavings habit is most strongly entrenched. From the angle of thrift, this work 

is important principally for its clear presentation of suggestive facts, rather 

than for any deliberate conclusions predicated upon the facts 

There are pages of significance to the banker also. The book is undoubtedly 
one of the most lucid expositions of the practical operations of our postal savings 
system that has been published. Some cf the tables might be of a more recent 
date in order to be truly representative o? the condition and development of the 
system during the war period, although lack of such figures is probably to be at- 
tributed to inadequate statistical sources. 

The author has attempted to give a balanced view of the postal savings sys- 
tem. As a consequence, he gives both viewpoints on any matter that has evoked 
discussion prior either to its inccrporation or rejection as a part of the postal sav- 
ings system. In style the work 1s expositcry and narrative, and is not an exhaus- 
tive critical analysis. The appendices include the original act and the subsequent 
amendments thereto of the United States and the Philippines systems. 

FRANK PARKER. 
University of Pennsylvania. 


INDUSTRIAL MANAGEMENT 


LEFFINGWELL, W. H. Screntific Office Management. Pp. 253. Price, $10.00. 

Chicago: A. W. Shaw Company, 1917. 

Books on scientific management fall into two classes, one descriptive, the 
other philosophic. The firs; deals with practices, the second with principles. 
The number of books describing practices is legion; for example, a published 
bibliography is thirty-eight pages long, each page crowded with titles. There is 
little reason, therefore, for adding to works in this category, yet Leffingwell has 
done just that thing, and deserves commendation for it. The paradox is explicable 
when 1t is stated that the host o2 books deals with scientific management in fac- 
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toriea whereas Leffingwell goes into an entirely new field and shows the operation 
of the Taylor System in offices. There is only one other good book dealing with 
office management, consequently there is a real need for volumes guch as Leffing- 
well has given us. 

His work adds nothing new to the principles of management. He takes the 
Taylor System with its standardization, time and motion study, tasks and bonus 
schemea, and employment management, and applies it to office work. 

As a whole, the book is suggestive; it gives a large number of Kints to office 
managers that ought to prove valuable. It is well illustrated by photographs, 
but the charts fall into the error that is typical of all Shaw publications; namely, 
the originals are drawn on such a large scale that when reduced in reproduction 


the printing is well nigh undecipherable. 
~ M.K. 


STATISTICS — 


Suonist, Horsox. An Introduction to Statistical Methods, Pp. xxi, 482. Price, 
$2.00. New York: The Macmillan Company, 1917. 


Baumer, Wu. B. and CuwwrNas, Jonni Siatistice. Pp. 158. Price, 60 cents. 

Chicago: A. C. McClurg and Company, 1917. 

These two volumes, covering virtually the same field but written with en- 
tirely different purposes, must be judged by different standards. Professor Secrist 
has aimed to present a comprehensive but not too technical text primarily for the 
use of college students and business men, while Profeasors Bailey and Cummings 
have tried to produce a suggestive manual principally for social workers. The 
former must not be expected to sacrifice explicitness and detail for facile reading 
nor the latter to abandon emphasis of prominent principles for minute and tech- 
nical description. 

Secrist’s volume may be roughl divided into three parts, dealing respectively 

with the uses and collection of statistics, their presentation and some mathematical 

devices for statistical study. The second and third’ portions are superior in treat- 
ment to the first, the author seemingly experiencing the usual difficulty in securing 
& Satasfactory method of dealing with the subject of collection. It is submitted 
that no presentation which divorces principles and illustrations will ever be gatis- 
factory, difficult as it may be to combine the two without obscuring the main ideas. 
Nevertheless even this section of the book is superior to other descriptions of the 
process and its principles. The space available in the Bailey and Cummings’ 
book precludes any adequate treaunent of this phase of the subject. On the 
other hand, this latter volume contains an important chapter ón Ratios which 
points out many common errors in the use of statistics, especially vital and socio- 
logical. The suggestive criticisms contained therein must ordinarily be gathered 
by the laborious study of general principles, which often means that they are un- 
noticed or disregarded. 

Secrist’s book is especially to ke commended in two respects; its emphasis on 
the application of statistical principles to business uses, a field in which a text 
has bean urgently needed and the stress laid upon purpose as a predominant in- 

, fluence in i tabulation, averaging and graphic representation. The 
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chapters on statistical units, averages and graphs are especially noteworthy in 
these respects,: although mincr criticiams may be made in individual instances. 
Thus the chapter on units might have somewhat considered the classification by 
Watkins as well as the author’s classification as to collection and presentation; 
some paragraphs such as the last on page 223 are not readily comprehensible by 
the student; and it is difficuls to see why the author commends the diagram on 
page 174 which is certainly not notable for facility of intacpretation or adherence 
to certain principles elsewhere stated. 

Considerable space might ke used in extolling the advantages of Secrist’s 
volume as a’ text, in which respect it is clearly superior to any now extant espe- 
cially from the standpoint of commercial education. The chapters on tabula- 
tion, graphs, averages and index numbers are excellent, and the somewhat unusual 
method of treating graphic presentation in advance of £verages appears to be an 
improvement upon custom. ‘The description of graphics seems to suffer litile by 
preceding the subject of avecages, while the best explanation of averages without 
pictorial aid is usually deficient. Bailey and Cummings follow in this the usual 
procedure, but since diagrams ave not frequent in thair »ook this is of little conse- 
quence. Professor Secrist might, however, with some advantage have incoi- 
porated as an introduction to his chapters on graphs P-ofessor Bailey’s classifica- 
tion of diagrams, which has lorg been regarded as very satisfactory for teaching 
purposes. The former's discussion of index numters is, as he frankly admits, 
largely based on Professor Mitchell’s admirable study for the Bureau of Labor 
Statistics. Except in tabular and graphic illustrazion Secrist’s chapters on dis- 
persion, skewness and correlation appear little superior to Professor King’s text. 
The author gains considerebly, however, here as well as elsewhere, by liberality 
in Ulustrative material, 

The portion lof Bailey and Cummings’ book cealing with averages is neces- 
sarily deficient by reason of limited space but it is useless to criticize a treatment 
which is thus arbitrarily Bimited. Iattle complaint ean be made of the appor- 
tionment of the space among the various subjects but Chapters I and II appear 
unnecessarily restricted. The chapter on graphs is a varsion of Professor Bailey’s 
earler classification in Modern Social Conditions and necessarily suffers, as must 
any treatment, from lack of illustration. The chepter on correlation is brief but 
suggestive. 

In conclusion it may be said that these volumes fulfil admirably the purposes 
intended. Secrist’s book is at present undoubtedly th» best available text, strong 
in the emphasis of the purpcse of statistics, ample ilustrative material and the 
application of statistical principles to business uses. Bailey and Cummings have 
written a suggestive manual and brief introduction to the subject particularly for 
these interested in social and vital studies, valuable because of simplicity and 
brevity. 

Rospert RrEGEL. 
Unwersity of Pennsylcania. 
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MISCHLLANEOUS 


WiockwARE, Franom G. (Ed. by}. The American Year Book, 1917. Pp. xx. 
822. Price, $3.00. New York: D. Appleton and Company, 1918. 


‘A record of events and progress for 19017'^is extremely welcome. The war 
has had its influence on every activity, and while the new edition follows the general 
plan of the Year Book, it has been faund necessary to curtail some portions in 
order to include data or. the war itself and foreign matters heretofore very briefly 
discussed. 

References throughout to former issues of the Year Book and cross references, 
together with a very complete index, enhance the value to anyone desirous of 
making & continuous study of & special subject. 


ECONOMICS Í 
BurLock, Enna D. (compiled by). Selected Articles on Single Tax. (Second 
edition, rev. and enlgd.) Pp. vii, 249. ` 
Puses, Evrrn M. (compiled by). Selected Articles on the Income Taz. (Third 
and enlgd ed.) Pp. xxxiii, 235. Price, $1.25 each. New York: TheH. W. 
Wilson Company, 1917. 


These two books are in the Debaters’ Handbook series, and are prepared in 
the usual form. They contain-bibliographies with brief comment on content or 
point of view. The bibliographies would be more valuable if the comments were 
more extensive and more to the point. The excerpts in the volume on Income 
Tax are primarily from the accessible magazine sources and are not go representa- 
tive or as well chosen as are the selections in the volume on the Single Tax. 

C. L. K. 


Hosson, J. A. Democracy after the War. Pp. 215. Price, $1.25. New York: 
"The Macmillan Company, 1917. 

To Mr. Hobson the important contest after the war will be that of democracy 
against its enemies. There is an undoulted “antagonism between war and the 
exercise of those personal and political liberties comprised in democracy." To 
him there is a close and inevitable association between war, militarism, capitalism, 
profiteering, protectionism,: colonialism, imperalism, junkerdom,—in short our 
entire industrial system in ell of its leading aspects. Many influences in the fields 
of theory and of experiment are to be observed. In Germany, the idea of “the” 
absolute and forceful State, animated by a will for power” illustrates the way in 
which a political theory has been utilized to shape both thought and conduct in 
conservative mold. In Great Britain the ‘classical political economy” with ita 
laisaez-faire assumptions, its marginal theory of value and its productivity theory 
of labor has likewise given support to capitalism. Spiritual and social forces 
working through the church, the schools and the press are algo involved in an 
alliance against progress not plainly recognized but none the leas real. The older 
theories may go but a new group may be expected to support the motives of those 
who hope “to purchase enlarged productivity and improved discipline from labour 
with a small portion of the increased yield of wealth." 
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It is probable that the State will "endeavor to retain after the war many of 
the emergency powers it has acquired during the war." In some directions, 
particularly in the field of taxation, an extension of powers will come and the 
capitalistic group will endeavor “to put high protection on the country under the 
guise of national security, imperial unity, punishment of Germany and mainte- 
nance of the Alliance." Moreover, they will try “to saift on to ‘the masses’ a 
large proportion of the burden of taxation.” What they want is ‘‘protection and 
high productivity of labor.” 

The first problem for the workers is to determine their attitude toward in- 
creased productivity. This they should support because increased output is an 
indispensable condition of progress. Their second problem is to decide their atti- 
tude toward the State as controller of industry. The securing of their share of 
an increased productivity can not be left to economic tendencies but they must 
rely on the use of political strength. Hence the State must be made democratic 
and internationalism must take the place of the closed State. 

Mr. Hobson’s book is welcoms to those familiar with his earlier volumes. In 
his theory he has in the past laid the greetest emphasis on distribution. The 
recognition in this volume of the importance of production in the near future is 
significant. How fully he may have anticipated the workers’ attitude toward the 
problem is evident when one realizes the recent growth in the political activity 
of the Labor party of Great Britain and the statement of war aims just made by 
the Inter-Allied Labor Conference in London. 

E. M. PATTERSON. 


Universtiy of Pennsylvania. 


KeLLoca, VERNON and TAYLOR, ÀLoNzO E. The Food Problem Pp. xiii, 213. 
Price, $1.25. New York: The Macmillan Company, 1917. 


This work may be looked upon, by reason of the reputation and experience 
of the authors, as the most authoritative presentation of the food problem yet 
made The first part deals with the food situation of the Allies and the United 
States; the second part is given over to a technical description of the uses of food 
which is couched in simple and, at the same time, strictly scientific language. 

It is hoped that the book will have & wide circulation. Itshould be invaluable 
to speakers in the spreading of knowledge regarding this most vital of all problems. 
The imperative need of our Allies for food Is brought home forcibly. The saving 
of the required food les 1n the voluntary acceptance of the necessities of the sit- 
uation Rationing the public cannot hope to succeed. “For, if a rationing 
system cannot succeed in Germany, it cannot hope to succeed anywhere.” It 
18 for this reason that the education of the public is so essential and it will take 
much of it to arouse people to the point of view that the greatest help they can 
render in winning this war is by eating corn and chicken instead of wheat and 
beef. 

The authors lay special strees on the evils of profiteering. To those who are 
unable to visualize the situation, they give the following warning: ''Whoso in 
war time demands ‘business as usual’ is acting contrary to the forces operating 
for success in carrying on the war; and yet the very men who go contend for ‘ busi- 
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ness as usual’ in war time would not in the least hesitate to send their own sons to 
the front. They do not seem to realize that their behavior in the conduct of their 
business increases the risk of the lives of their own enlisted sons. The cattle raiser 
who wishes to take advantage of high speculation prices of livestock, the wheat 
grower who desires to obtain the profits to be derived from, unrestricted competitive 
buying by the frenzied nation at war, the laborer who attempts to force the highest 
wage on the basis ol supply and demand, and the coal operator who capjtalizes 
the contest between industrial and fireside demands for coal, all fail to visualize 
the situation as it actually exists and do not realize that their point of view jeop- 
ardizes the successful carrying on the war.”’ 


H. R. M. LANDIS. 
Philadelphia, Pa. 


NicHOLSON, J. Samun. War Finance. Pp. xxiv, 480. Price 10s, 6d. London: 

P. S. King and Son, Ltd., 1917. 

This is a collection of articles written for various publications, particuldzly 
the Sceisman, from 1912 to 1917 inclusive. The title War Finance, is applicable. 
to most of the papers but is not entirely accurate for all of them. Some of the 
views expreased by Frofessor Nicholson in the earlier articles must necessarily be 
modified in the light of later events, but his general contention expressed in the 
preface is defended throughout and is worth quoting as a summary of the book: 

“The root evil of our financial policy has been the extravagant payment made 
by the state for all the services required for the War, whether of capital or labour— 
always excepting the labour of the actual fighting. The extravagance has only 
been made possible by inflation. The fruits of the evil are the waste of national 
resources, the increase in the inequities of distribution, and, worst of all, a degra- 
dation of the soul of the nation.” 
E. M. P. 


POLITICAL SCIENCE 


FREUND, ERNEST.. Standards of American Legislation. Pp. xx, 327. Price, $1.50. 
Chicago: The University of Chicago Press, 1917. 


The failure of the common law to adjust itself readily to changing social con- 
ditions has set for legislation the task of giving more immediate legal effect to new 
concepts of right and wrong, and of the public good. Social legislation, in working 
to this end, has been retarded by adverse decisions of the courts asserting unconsti- 
tutionality under the due-process clause. The violation of the right is found, not 
in the fact of regulation, but that the regulation is unreasonable. The bound- 
aries of the field of rights protected by this clause are nowhere defined with pre- 
cision. What ig applied as & test in such cases is not a fixed but a variable stand- 
ard called reasonableness. Itis a sliding scale, the length of which at any applica- 
tion depends upon the social and economic views of the persons at the moment 
composing the court. It is not, then, a test of principle but of policy which is 
applied. This policy is implied and hence is judge-made, and is indefinite in ex- 
tent. Furthermore, the judicial test is destructive, not constructive. 
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The purpose of the book is “to suggest the possibility of supplementing tne 
established doctrine of constitu-ional law which enforces legislative norms through 
ez post facto review and negation oy a system of positive principles that should 
guide and control the making of statutes, and give a more definite meaning and 
content to the concept of due process of law.” 

Such a system of principles is found neither in the common law nor in consti- 
tutional provisions for reasons set forth by thsauthor. It is pointed out, however, 
that certain principles of legislation, fragments, as it were, of a system, have de- 
veloped from various sources, e.g, the principles of correlation, of standardiza- 
tion, of vested rights and of equality. It is to development within legislative 
practice rather than to the courts that Professor Freund believes we must look for 
higher standards and a more complete system of principles of legislation. In 
justification the past experience with the courts is cited, together with the fact 
that in European countries where legislation is free from court review the legisla- 
tive product is in a juristic and technical sense superior 7o that enacted in this 
country. The author believes, ir the light of our own experience and in that of 
the other countries, that “the greatest hope for establishing constructive princi- 
ples of legislation lies in the furthar development of plans that have already been 
tried,” including executive initiative of legislation, preparation of bills by special 
commissions, the delegation of power to administrative commissions, the organiza- 
tion of drafting bureaus, and the codification of standing cleuses. 

It is to be hoped that this admirable essay will soon be followed by a more 
extended and systematic treatise on the principles of legislation from the same pen 

Frank G. BATES. 
Indiana University. 


KETTLEBOROUGH, CHARLES (Compiled and edited by). The State Constitutions. 
Pp. 1645. Price, $12.00. Indianapolis: B. F. Bowen and Company, 1918. 
Whoever has occasion to make frequent use of stata constitutions or other 

fundamental laws of the land will welcome a single volume containing the state 
constitutions, the federal constitution and the organic laws of the territories and 
colonial dependencies of the United States. This 1918 compilation is not to be 
regarded as supplanting Thorpe’s Constitutions and Charters, but rather as 
affording relief, for ordinary purposes, from that older, voluminous work. 

The training of the comoiler and editor as Assistant Director of the Indiana 
Legislative Research Bureau and present Director of that Bureau (under a new 
name) as well as internal evidence of careiul compilation and editing, give assur- 
ance that the material may be relied upon. 

‘ C. H. C. 

RoniNBSON, Epa@ar E. and Wust, Vicroa J. The Foreign Policy of Wocdrow 
Wilson 1918-1817. Pp. 428. Price, $1.75. New York: The Macmillan 
Company, 1917. 

The authors contribute to a better understanding of President Wilson'sforeign 
policy by their concise summary of its major problems and decisions, and their 
keen analysis of the fundamental ideals shaping its development. Frequent ref- 
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erences in the text to appended statements of the President and his Secretaries 
of State, comprising nearly two-thirds of the volume, permit the reader to test the 
accuracy of this exposition by an appeal to the official record. 

An examination of the President's conduct of our foreign relations prior to 
the World War reveals the foundations of his permanent policy. His basic guide 
to action was a faith m democracy and the finality of the moral judgment in the 
minds of men as well as at the tribunal of God. From this faith grew the con- 
viction that every nation should be free to develop constitutional liberty and 
“should regard every other nation as its equal; that fair dealing was the beat 
means of preserving friendship and peace between the nations; that the guidance 
of established law was essential to international justice and fair dealing”; that 
international disputes should be arbitrated in the light of law; and finally that 
national force should be used only to combat criminal aggression and to Turther 
great humanitarian purposes. 

By adherence to these ideals in the conclusion of arbitration treaties and in 
our relations with Mexico, China, Japan, the Philippines and England, the Presi- 
dent established himeelf as the leader of American opinion, and enabled the United 
States to plead for international law and justice with “clean hands" when war 
engulfed the world. 

The President demanded equally of all belligerents a strict observance of 
neutral rights guaranteed by well-established rules of international law. When 
the submarine warfare wantonly destroyed American life, for which no reparation 
was possible, violating both international law and the essential rights of humanity, 
a break with Germany became mevitable and imperative. jm contrast were 
English invasions of American rights, involving mere loss of property capable of 
full reparation through diplomatic charnels, 

Foreseeing our eventual entry into the world conflict, President Wilson 
roused an apathetic public to support an augmented army and navy; reconciled 
the people to a break with our traditional isolation from European affairs; and 
manoeuvred the European belligerents into a reesoned statement of their war aims. 
Thus under Woodrow Wilson’s leadership our war against Germany was lifted 
from a selfish vindication of national rights to a lofty international purpose,—a 
warfare for democracy, the rights of small nations, a concert of free peoples, and a 
durable world peace. 

The writers justly claim a further pragmatic sanction for President Wilson’s 
foreign policy. As a result thereof “a European quarrel originating obscurely in 
petty dynastic ambition, in greedy economic rivalry, and in base national hatred, 
was transformed, by the entrance of the United States, into a world conflict with 
the united forces of democracy and international peada squarely ranged under 
American leadership, “against autocracy and continued world struggle.” 

Certain inconsistencies of the President’s diplomacy are gingerly treated. 
While regretting the repudiation, in the proposed modus vivendi for submarines 
and merchantmen (January 18, 1916), of the contention that submarines could 
not operate legally under existing interrational law, the authors ignore an earlier 
repudiation in the third Lustianta note. Again the scant account of our Caribbean 
relations barely hints at the conflict of our drifting imperialism in that quarter, 
with the Pan-American program for a union of American powers in a mutual 
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guarantee of their absolute polizcel independence and territorial integrity con- 
templated by the Monroe Doctrine. 
Leonard P. Fox. 
Princeton University. 


SOCIOLOGY 


CALHOUN, ÀgTHUR W. A Social History of the American Family from Colonial 
Times to the Present. Vol. I, The Colonial Penrod. Pp. 348 1917. Vol. II, 
From Independence through the Ciml War. Pp. 390. Price, $5.00 each. 
Cleveland: The Arthur H. Clark Company, 1918. 


To those who are familiar only with the type of American history which seeks 
to 1dealize the past rather than to disclose the results of scientific research, the 
present volumes are destined to produce something of a shock. The author has 
sought to throw light upon the present problems of the family, not by theoretical 
moralizing, but by the description of its historic development as a social institu- 
tion. The history is traced from the wider old world origins through its specific 
modifications under American ecnditions. The work represents most painstaking 
search for dosumentary evidenc2 which is given in a profusion of detail in both 
quotation and reference. It is a veritable source book of social customs and con- 
ditions which have influenced the changing ideals of tha American family. In Vol- 
ume I, The Colonial Period, the author traces the development of ideas in regard to 
courtship and marriage, the position of women and children, sex ethics and family 
life in colonial New England, the Middle Colonies and the colomal South. Various 
factors contributed by racial elementa, religious practices and traditions, Puritan 
standards ard ideals, etc. are considered. In Volume Il, From Independence 
through the Civil War, the investigation is carried forward through the period of 
continental development and the disappearance of the frontier, showing the in- 
creasing importance of industrialism and the abolition of slavery. Typical 
chapters are: Marriage and Fecundity in she New Nation, The Social Subordina- 
tion of Women, The Emergence of Women, Sex Morals in the Opening Continent, 
Negro Sex and Family Relations in the Ante-Bellum South, Racial Association in 
the Old South, The Effects of the Civil War. 

In his preface to Volume I, the author has anticipated the most obvious crit- 
icism which may be urged against the work, viz., the seeming undue emphasis 
upon the economic interpretation and upon pathological anomalies. Neverthe- 
less, a careful reading discloses a true hissone perspective which removes it from 
the domain of fantastic interpretations ard places it upon the solid foundation of 
genuine historical research. It is a cyclopedia of information in regard to the 
evolution of family ideals and morality in America and supplements admirably 
such productions as Goocsell’s Brief History of the Family and Howard’s 
monumental work on the H+story of Matrimomal Institusons. Its usefulness as s 
source book is marred, however, by the lack of an index. 

J. P. LIGHTENBERGER. 
University of Pennsylvania. 
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Cantar, HENRY. The Control of the Drink Trade. Pp. xvi, 323. Price, $2.50. 

New York: Longmans, Green and Company, 1918. 

As Lord D’Abernon states in the Preface, Mr. Carter’s object in writing this 
book was to set forth in detail the regulations adopted to control the drink trade 
in Great Britain, the immediate purpose of each, under what conditions they have 
been enforced and the results that have accrued. The period covered is from the 
autumn of 1914 to the epring of 1917 (i.e., from the outbreak of the war to the 
' time when, in order to safeguard food supplies, the output of liquor was curtailed 
by the Order of the Food Controller). 

In Part I, Conditions before the War, the author points out the need for 
further regulation, the movement of public opinion, and the problem confronting 
the Control Board. Part II, The Administration of State Control, is devoted to 
the restrictive and constructive work of the Central Control Board, established 
in June, 1915. In Part III, The Effects of State Control, the S ULhor summarizes 
the resulta of the experiment. The charts and diagrams in this section are 
especially valuable. 

The experiment of Great Britain is of outstanding importance and should be 
particularly interesting just now when National Prohibition is before the States. 

E. G. L. 
» 
STHINER, JEssH F. The Japanese Invasion. Pp. xvii, 231. Price, $1.25, 

Chicago: A. C. McClurg and Company, 1917. 


The special merit of this volume lies in the author’s appreciation that the rela- 
tions of the United States and Japan in the future are far more important than the 
local questions created by the presence of a few thousands of Japanese in America. 
He recognizes that the race question, psychological rather than physical, lies at 
the bottom of the difficulty. He traces the advent of the Japanese to America, 
the changing attitudes towards them, their own reaction to American life and 
customs and analyzes all these things in the light of the impression they are creat- 
ingin Japan. An excellent bibliography is included.’ It is a valuable and timely 
discussion. "The tone is friendly and sympathetic, the statements very accurate. 

C. K. 
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FOREWORD 








This study is & hopeful beginning of researches which will help 
greatly to solve some of the problems of legislative procedure. 
Such studies are necessary preliminaries to the popularization of the 
problems as well as the solution and nothing is more needed in 
governmental research than the basic facts underlying the legisla- 
tive process, for it is undeniable that the legislative machinery does 
not function properly in the states or in the Congress of the United 
States. 

Mr. Dodds has done well to go below the suface of things and 
tell how the legislatures actually do some of their important work. 
In doing so he has been plowing virgin soil a good deal of the time 
and the way has not been smooth. He has had to find his facts in 
obscure sources and to weigh and sift a vast amount of scattered 
material. 

There are plenty of arzicles and books descriptive of legislative 
bodies but there is a dearth of descriptions of the way legislatures 
are organized and how they work. Everyone intimately in touch 
with a legislative body knows that there is a vast difference between 
theory and practice. Mere analyses of constitutional forms and 
limitations tell very litzle; in fact they mislead grossly. Take, for 
example, the provision that every bill shall be read in full on three 
separate days. If that were followed literally, the legislature 
would spend its entire time listening to the reading of bills. The 
actual practice is not followed anywhere and, of course, could not 
be, yet every general treatise on legislatures treats it as a part of the 
actual practice of legislatures. Many constitutional forms are 
merely paper provisions and that fact lends importance to Mr. 
Dodds’ study. New light is thrown on many subjects which writers 
have heretofore been content to pass over in general terms because 
of the difficulties of detailed research. 

One of the most Interesting phases of Mr. Dodds’ work ia his 
discussion of the powers of a legislative body and of the separate 
houses. Strangely enough, no one has considered this subject 
sufficiently important for careful study and yet in 1913 in one of 
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our leading states all of the principal officers and some members of 
the legislature were indicted for violating a law which attempted to 
fix the number of employes. The court rightly-held that the houses 
of a legislature could not be bound by such a law because it inter- 
fered with their inalienable powers. Laws in violation of this prin- 
. ciple are on the statute books of several states. : 

Another subject which has not had the attention which it 
deserves is treated in this study, namely, the validity of the enrolled 
bill. There is some confusion of legal authority on this point, a 
majority holding that the enrolled bill cannot be impeached, while 
a few would allow the journals as evidence. Either conclusion leads 
to absurdities. If the journals or parol evidence cannot be used 
to impeach an act, then acts which never passed either house may 
become laws by the signature of the presiding officers and the 
governor, as actually happened in Indiana in 1913, through the 
trickery of some unknown person. The doctrine of the validity 
of the enrolled bill would make such an act valid in spite of the 
plain evidence that it never passed. On the other hand, if the 
journals are to be used as evidence, the law may be made to depend 
upon the accuracy of the work of legislative clerks, who are seldom 
known for their efficiency. Instead of taking the act from the 
statute books as it stands eath act would have to be traced back 
through the journals. The doctrine that “ignorance of the law 
excuses no one" would truly become a joke under such circum- 
stances. 

It is just such questions as these that most need analysis and 
careful treatment. The physiology of legislatures should be studied 
rather than their anatomy. The following study tells more about 
how the houses are organized, how the committees work and how'a 
bill travels through the process than has heretofore been brought 
together, which material is compacted into a few pages. Scarcely 
@ superfluous word is used to describe important processes. The 
study will be of great basic value in the inevitable reform of legis- 


lative processes. 
JoHN A. Lapp. 


CHAPTER I 


THE LEGISLATURE'S INHERENT POWERS IN MATTERS 
OF PROCEDURE 


The methods and forms by which legislative business is carried 
on are notoriously lax. Rules designed to protect the rights of the 
minority, to secure due deliberation and publicity for all legislative 
acts, and to introduce order into the performance of legislative duties 
are known to be frequently disregarded. Judgments of presiding 
oificers in direct contravention of the rules have been sustained by 
majority vote, and legislative houses. in flagrant violation of their 
own law, have overruled correct decisions. To such loose and 
chaotic practice was due, in no small degree, the growing popular 
distrust which so boldly marked the nineteenth century attitude 
towards our state legislatures. Successive constitutions reflect the 
decline of confidence in representative assemblies by defining and 
restricting in great detail the powers which the legislature may exer- 
cise. Relief from the prevailing extravagance and recklessness waa 
sought by designating the forms and procedure by which the legis- 
lature must act. Thus the newer constitutions, in an effort to in- 
sure order and deliberation in the work of the legislatures, or at least 
to prevent repetitions of certain gross frauds, came to include 
specific provisions governing parliamentary practice. Today pro- 
visions that a bill must be read three times on separate days are 
common, and numerous regulations concerning introduction of bills, 
signing by presiding officers, functions of committees, et cetera, 
occur in many organic laws. 

Occasionally the legislature itself, in the spirit of repentance, 
elevated a rule of procedure to the plane of statute law. Thus the 
requirement that local or private bills must be published in the dis- 
trict which they affect found a place on the statute books. In like 
manner, improved methods of handling contested election cases 
were attempted by acts delegating disposition of them to the courts. 
The purpose of course was to establish by legislative action a few. 
fundamental parliamentary rules to control the whims of the legis- 
lature without the observance of which no action could be deemed 
legal. 

3 [1] 
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INHERENT Powers DEFINED 


But when the aid of the courts was summoned to apply these 
provisions, whether embodied in the constitution or occurring 
merely in the statute law, the doctrine cf inherent powers and priv- 
leges of legislative bodies was seen to be involved. Historically 
this is a very ancient doctrine. It takes its source in the long strug- 
gle in England between King and Parliament, when the matter of 
gaining and securing recognition of & privilege was & tremendously 
important thing. A privilege once established, the Commons were 
at that point secure from royal interference; either directly by: 
agents of the king cr.thrcugh the processes of the courts. But it is 
one of the curious developments of history that a principle, em- 
ployed to protect the representatives of the people against coercion 
and intimidation by an autocratic power, should today remove them 
from all legal liability so far as the forms by which they conduct 
themselves are concerned. 

Legal ‘theory recognizes that each department of government 
possesses certain inherent powers of which it cannot be deprived by 
a coordinate branch. This is the doctrine of inherent powers. 
Speaking generally, these powers are such that if the free exercise 
of them were obstructed the effective discharge of the duties of the 
constituent branch would be seriously impaired. It is generally 
accepted that no explicit constitutional provision is necessary to the 
exercise of these powers and privileges upon the part of the legisla- 
ture, but that they are implied in the general grant of legislative 
power and are necessary if that body is žo fulfill its function. The 
broadest expression given to such rights describes them as inherent 
in the law-making branch and capable of being ascertained primarily 
by an examination of common parliamentary law. They are not de- 
rived from express provisions in the constitutions. On the contrary, 
they arise from the very nature of a legislative body. Indeed the 
constitution is not a grant but a restriction upon this power. In 


1 Ez parte McCarthy, 29 Cal. 395. This follows closely the English theory of 
lez et consuetudo Parliamenit as outside the common law. See Blackstone's 
“Commentaries,” Bk. I, o. 2; ‘But the maxims on which they (the two houses 
of Parliament) proceed, together with the method of proceeding, rest entirely in. 
the breast of parliament itself and are not defined or stated by any particuler 
stated law.” Coke alsc, 4 Inst. 15, “Judges ought not.to give any opinion of a 
matter of privilege, because it is not to be decided by the common laws but secun- 


Procedure in State Legislatures 3 


the light of this principle, provisions which read, ‘‘ Each house shall 
have all cther powers necessary for a branch of a legislature of a free 
state,’ can add nothing to prerogatives already enjoyed.*- It is 
worth wLile to examine she nature of these inherent rights, which 
can be restricted only by she constitution itself and in the exercise of 
which a legislature cannct bind itself amy more than an individual 
can bargain away his freedom. 


Tur POWER to DETERMINE THE QUALIFICATIONS OF MEMBERS IS 
EXCLUSIVE 


The right to judge of the elections and qualifications of its own 
members is expressly conferred upon each house by the constitutions 
of forty-six states: Originally developed by the House of Commons 
as a protection against encroachment by the king, it would exist 
today, in the absence of any constitutional grant, as an inherent 
power “necessary to the legislature to enable ıt to perform its high 
function.” “It is the power of self-protection."* The right being 
exclusive, the legislature cannot refer ultimate decision to any other 
tribunal. The courts can enter no judgment. Their decision is 
merely advisory, 1f indeed they can act in the matter at all. 
Neither will the courts inquire the reason for the expulsion of a mem- 
ber, no matter how arbitrary and unfair the action of the legisla- 
ture. In no case will the courts examine the returns to sce who was 


dum leges et consuetudinem Paritamenti.”. American courts have declared that in 
general the two houses are organized and governed in accordance with the rec- 
ognized principles of parliamentary law. Exs parte Screws, 49 Ala. 57; State v. 
Rogers, 58 N. J. L. 480. "The accepted opinion in Congress is that until rules have 
been adopted each Congress operates under what Speaker Reed termed common 
parhamentary law, in which the practice of the House constitutes & principal part. 
5 Hinds 6759-6763. : 

? Such provisions occur in thirteen state constitutions. 

3 See Index-Digest of State Constitutions, prepared for New York Constitu- 
tutional Convention, 1915, pp. 885-6 and 925-90. 

* Hass v. Barlleii, 699 Mass. 473; French v. State, 146 Cal. 604. 

5 In re Contested Election of Senator, 111 Pa. St. 235. In State v. Gilmore, 
20 Kan. 551, an act empower:ng 1 court to vacate a seat of a member who upon 
trial was found to have been intoxicated in a public place was declared void. The 
legislature's exclusive power to judge of the qualifications of its members is not 
exhausted by admission to aseat In Dinan v. Swig, 112 N. E. 91 (Mass. 1910) 
the power of & court to render even an advisory opinion is denied. Also ın State 
v. District Court, 50 Mont. 184 (1914). 

° Hiss v. Bartlett, supra; French v. State, supra; Auditor-General v. Board, 51 
N. W. 483 (Mich.). 
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legally elected, the legislature being the sole judge of all questions of 
law or fact involved.” The courts will exercise no supervision over 
justices of the peace authorized by statute to take testimony in con- 
tested elections of members of the legislature. The powers of these 
officials when so acting are not judiciary, but rather in the nature of 
the work of a committee of the house.’ 

. Since the courts refuse to review in any manner the action of 
the legislature in admitting ór expelling members, the binding force 
of statutes defining the methods of contesting elections rests solely 


_ in the will of the house. This is in harmony with the view adopted | 


by Congress that such an act is only a wholesome rule not to be de- 
parted from without cause, and that a petition failing to proceed 
according to law is not without remedy.* Such laws must be viewed 
as convenient aids to the legislative house and cannot exist as a 
check upon the legislature’s power to adopt any other procedure 
at will. In fact it has been recently declared that a statute at- 
tempting to define the procedure to be followed would be void.!? 


Tam PowzR To PUNISH rog CONTEMPT Is A PREROGATIVE 


. A second inherent right is the power of & house to punish con- 
tempts of its authority. Following English precedents" our courts 
at first held that this was a general power necessary to the exercise 
of legislative functions and the adjudication of the house was suffi- 
cient to establish the fact of contempt." This exclusive jurisdiction, 
however, was restricted in the opinion, rendered in the famous Eng- 
lish case of Stockdale v. Hansard, which declared that, although no 
court could relieve a person committed for contempt from punish- 
ment lawfully inflicted, the question of the jurisdiction of the house 
is always open to inquiry... The United States Supreme Court 
finally accepted this view and in the case of Kilburn v. Thompson 


' O'Donnel v. Judges, 40 La. Ann. 598; People v. Mahaney, 13 Mich. 481; 
Bingam v. Jewett, 66 N. H. 382; Dalic v. State, 43 Ohio St. 652; Corbett v. Naylor, 
25 R. I. 520. 

! State v. Peers, 33 Minn. 81. 

* Cage of Williamson v. Sickles, 1 Hinds 776. 

10 Dinan v. Swig, supra. 

11 Sep May, ‘Practice and Usages of Parliament,” 10 ed. p. 131 et seg. 

2 Anderson v. Dunn, 6 Wheat. 234, followed in a series of cases until Kilburn 
v. Thompson, 103 T. S. 168. See also Coffin v. Coffin, 4 Mass. 35. 

49 Ad. & E. 1, and 11 Ad. & E. 253. 
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inquired into the Jurisdiction of the House of Representatives, deny- 
ing at the same time thas the right to punish for contempt could 
derive any authority from English precedents, since from time im- 
memorial Parliament has been a High Court of Judicature. The 
Court asserted that, if the House of Representatives is to punish 
for contumacy as a witness, the testimony must be required in a 
matter in which the House can properly proceed. In the case in 
question the investigation waa found to be of a judicial nature and 
in excess of the power o2 the House. The warrant for the prisoner's 
arrest was therefore void. 

The state courts were quick to adopt the reasoning in Kilburn 
v. Thompson and to inquire into the lawfulness of legislative con- 
tempt. The principle followed was that the houses of the legisla- 
ture are free to punish recusant witnesses only if the information 
sought is in the aid of legislation, otherwise such punishment is an 
invasion of the judicial department.“ But the doctrine that the 
power to command respect is o»viously so essential to the enlighten- 
ment and guidance of the legislature that it has always been exer- 
cised without question remained unshaken. The constitution does — 
not create the power, but fixes and limits the mode and duration of 
punishment for disobedience.!5 


TEE ATTITUDE OF THE New YORE Courts 


The New York courts of late years have seemed unwilling to 
concede to the legislature an irherent or even a common law right 
to punish for contempt. The constitution of this state, contrary to 
prevailing form, does not authorize in specifie terms a single house 
of the legislature to punish for contempt or to expel members, and 
is likewise silent as to a membor’s privilege from arrest, although 
elsewhere these prerogatives are generally held to inhere without 
express constitutional grant. Since 1830 these powers have been 


M In re Chapman, 166 U. 8. 661; In re Gunn, 50 Kan. 155; Burnham v. 
Morissey, 80 Mass. 226; People v. Kesler, 99 N. Y. 403; Matter of Barnes, 204 
N. Y. 108; People v. Webb, 5 N. Y. Supp. 855; Ez parte Parker, 74 S. C. 466; 
Sullivan v. Hil, 79 8. E. 670 (W. Va.); Ez parte Watters, 144 S. W. 531 (Tex.). 

15 Ez parte McCarthy, 29 Cal. 395. Lowe v. Summers, 69 Mo. App. 637; State 
v. Matthews, 37 N. H. 450; Ez perte Dalton, 44 Ohio St. 142; Ez parte Parker, 
supra;NSudivan v. Hill, supra; Tne power to punish may be delegated to com- 
mittees by statute. Ez parte Parker, end Sullwan v. Hill; also strong dissenting 
opinion, In re Davis, 58 Kan. 368. 
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provided for by general statute, and the offenses enumerated in 
the acts have been declared to be the only ones which either house 
is authorized to punish as contempts and to take the place of the 
numerous offenses treated by Parliament as such. The statute 
conferring the power, judicial in nature, is not void, however, as 
invading the judiciary department since it is necessary and appro- 
priate to legislative action. * More recently the Code of Civil 
Procedure!” has given over the duty of punishing recusant witnesses 
to the courts, and the Court of Appeals holds that in so doing the 
legislature demonstrated its lack of an inherent power to punish for 
contempt in disobedience to its process.5 This is a serious inroad 
upon the prevailing theory of prerogative, if indeed the concept is 
not completely shattered. The legislature is considered to have: . 
acquired through its general legislative power the privileges not 
specifically conferred by the constitution. They are not exclusive 
or inalienable and are defined by statute lgw.!? 


PARLIAMENTARY PROCEDURE NOT SUBJECT TO JUDICIAL REVIEW 


With a view towards maintaining the effective independence of 
the codrdinate departments of government in the discharge of their 
appropriate duties, the courts have generally permitted the legisla- 
tures themselves to interpret constitutional provisions concerning 
methods of procedure. For example, the courts of several states 
will not admit evidence to impeach the validity of an act on the 
ground that some constitutional requirement as to the manner of 
passage has not been observed. If the act is regularly enrolled, 
authenticated by the presiding officers of both houses, and signed 
by the governor, the evidence is conclusive that all constitutional 


18 People v. Keeler, supra; See also People v. Webb, supra. The legislature 
has only such powers to punish as have been conferred upon it by statute. 

17 q 854 to T856. 

15 Matter of Barnes, 204 N. Y. 198. i 

, 3 In a recent Texas case the court held that in accordance with the doctrine 

of the separation of powers the legislature’s right to punish for contempt was de- 
rived solely from the constitutional grant, Art. III, sec. 15, which authorizes each 
house to punish persons not members for disrespectful or disorderly conduct in its 
presence, or for obstructing any of its proceedings. Failure to answer the ques- 
tions of a committee does nos constitute obstruction of legislative proceeding and 
the legislature was not competent to adjudge for contempt for so doing. Ez parte 
Walters, 144 S. W. 531. This denies to the legislature the right to punish indirect 
contempts. 
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provisions governing procedure have been fulfilled, and it cannot be 
impeached by the journals. The theory adopted is that the legis- 
lators are bound by their oaths to support the constitutional mode 
of procedure and, although disregard constitutes breach of duty, the 
presumption must always be that the codrdinate branch has fulfilled 
its duty.2° Any other interpretation leads to uncertainty as to what 
is law and ends logically in the power to impugn the journals.*! 

This follows the English precedent, established in 1617, that 
the Journals of Parliament are not records but “remembrances for 
the form of proceeding to the record,” and cannot weaken or con- 
trol the statute, which is a record to be controlled only by itself. 
“When the act is passed the Journal is expired!” It is interesting 
to notice the circumstances which surrounded this decision. The 
case involved a statute passed in the reign of Henry VIII. As no 
journal was kept for the Commons until the time of Edward VI, 
the journal of the House of Lords was pressed to show from entries 
thereon that the bill came up from the lower house with an amend- 
ment which was & prerequisite to the latter’s approval of the meas- 
ure. The bill, as passed by the Lords and enrolled under the Great 
Seal, contained this amendment cancelled and suit was brought to’ 
invalidate the act, but witnout success. In the absence of any 
record from the lower house it is not strange that the act as delivered 
to the Chancery should be held to be the only true record, yet many 
of our state courts still follow this precedent by refusing to admit 
the journals to impeach a properly certified act.” 


JOURNALS PRESUMED FAVORABLE TO THE Act? 


Another view, which nas been expressed by the courts of more 
than half the states, is that tae properly certified act is only prima 


30 Kilgore v. McKee, 85 Pa. St. 401. 

3 Sime v. Jones, 6 Wash. 452. In Field v. Clark (143 U. S. 649) the Supreme 
Court considered that it was advisable to make the certificate of the presiding 
officers the evidence instead of jcurnals kept by minor officials, who were liable to 
make mistakes. . 

n Ber v. Arundel, Hobart 109. . 

3 Y olo County v. Colgan, 132 Cal. 205; Eld v. Gorham, 20 Conn. 10; Miller v. 
Oclwein, 55 Iowa 706; Schutt v. State, 173 Ind. 689; Owensboro v. Barclay, 102 Ky. 
16; Swann v. Buck, 40 Miss. 268; Siate v. Beck, 25 Nev. 68; Power v. Kitching, 
10 N. D. 254; Mason v. Cranbury Twp., 68 N. J. L. 149; Narregang v. Brown 
County, 14 S. D. 357. It is believed that the above comprise those states holding 
the enrolled &ct conclusive. 
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facie evidence of its validity and that recourse may be taken to the 
journals to see if all constitutional provisions relative to procedure 
have been observed. The presumption, of course, is always favor- 
able to the act, but this may be overthrown by affirmative evidence 


on the journals. But it must appear affirmatively and beyond all ` 


doubt that the act was not properly passed. If the journals are 
silent or ambiguous it must be presumed that the constitution was 
followed. For example, if the journals show that a bill failed to 


receive a constitutional majérity on final passage and the words “so 


the bill failed to pass" were entered, the bill never became law, 
although this could not be presumed from mere silence.” In like 
manner the courts will not consider the fact that notice of intro- 
duction of a local or private act was omitted although the constitu- 
tion may require it to be published. The advertisement of such 
notice in the constitutional manner will be presumed and the jour- 
nals need not show it. 


Although it usually cannot be assumed that constitutional re- : 


quirements were omitted because a record of every step stipulated 


4 Currie v. Southern Pactfic Co., 21 Ore. 571. The following cases illustrate 
the points involved: C. B. & 9. v. Smythe, 103 Fed. 370; Gibson v. Anderson, 131 
Fed. 376. In re Duncan, 139 U. 8. 449 (Federal Courts adopt adjudication of 
atate courts). For acts of Congress the enrolled bill is sufficient, Field v. Clark, 
143 U. 8.649. Ez parte Howard & Co., 119 Ala. 484; Andrews v. People, 33 Colo. 
193; State v. Francis, 26 Kan. 724; Attorney-General v. Rice, 64 Mich. 385; State 
. v. Field, 119 Mo. 598; Colburn v. Mcdonald, 72 Neb. 481; Territory v. O'Conner, 
37 N. W. 765; Siaie v. Smüh, 44 Ohio St. 348; Hiskell v. Knoz Co., 177 8. W. 
. (Tenn. 1916) 483. Of course if the constitution stipulates entry in the journal 
the journal must show the entry. 

"5 Vann v. State, 65 Fle. 160; Critcher v. Crawford, 105 Ga. 108; Bray v. 
Williams, 1837 N. C. 387. In order to make the requirement of notice effective 
Alabama included in her constitution, adopted in 1901, & clause which prescribes 
- that the evidence of the publication of notice shall be spread on the journals and 
directs the courts to pronounce void any private or local law for which the journals 
do not show that notice was published. Numerous acts have thus been nullified. 
See Kumpfe v. Irwin, 140 Ala. 460. 

But acts have been held invalid because the requirement of notice was not 
observed, Ashbrook v. Shaub, 60 8. W. (Mo.) 1085; Attorney-General v. Tuckerton, 
07 N. J. L. 120; Chalfant v. Edwards, 173 Pa. St. 246; here the fact of no notice 
was admitted by both parties and the court accepted their admission. In New 
Jersey this was held insufficient to overthrow the prima facie evidence of the act 
(Freeholders v. Stevenson, 46 N. J. L. 173). The fact of no notice is hard to show 
if the courts accept the journals as final. 
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in the constitution does not appear in the journals,” the situation 
changes when certain facts are obliged to appear thereon. Such 
facts can be shown in no other way and their failure to appear on 
the journals will invalidate the act, and no presumption arises from 
the enrollment of the act.?" 

The trend of recent decisions has been towards permitting re- 
sort to the journals to ascertain if the constitutional forms of’ proce- 
dure were observed, and away from the English view that the act is 
the only record. Indeed the courts of two states have gone so far 
as to demand that the journals must show affirmatively every step 
prescribed by the constitution. Failure to do so is conclusive evi- 
dence that the step was not taken, regerdless of whether or not the 
constitution explicitly orders entry thereof. ‘Therefore, the express 
provision of the constitution for the entry of the ayes and noes 
on the journal does not imply that other steps need not be taken, 
the. conclusion being that if facts are not set forth they did not 
iranspire.?? 

This would seem the sensible view if effect is to be given to ar- 
ticles in the constitution cesigned to cure flagrant evils in parliamen- 
tary practice. If recourse is had to the journals they should be 
considered as a true and complete account of the legislative body, 
and omission therefrom 02 a step made mandatory by the constitu- 
tion should be conclusive evidence that it was not taken. Journals 
might then be kept with greater care, and this in turn would pro- 
mote closer adherence to constitutional methods. 


CONSTITUTIONAL PROVISIONS SOMETIMES DIRECTORY 


The view sometimes t&ken by the courts that constitutional 
directions concerning procedure are direetory merely and not man- 


2 Presumed that ayes and nays were taken on final passage of a bill although 
journal was silent, Siate v. Rogers, 22 Ore. 348. The same when journals fail to 
show three readings required by the constitution. See 44 Cent. Digest; Statutes, 
par. 17. 

1 Hz parie Howard, 119 Ala. 484; State v. Swan, 51 Pac. (Wyo.) 209. Cation 
Mills v. Wazhaw, 130 N. C. 293. 

28 Cohn y. Kingsley, b Idaho 416. In Brown v. Collector, 5 Idaho 589, the 
journal did not show that the bill had been read by sections as the constitution 
required. See also Spangler v. Jacoby, 14 Ill. 297. In Ryan v. Lynch, 68 Ill. 160, 
the journal did not show that the bill had been read on three different days. 
People v. Bowmen, 247 Ul. 270; Neiberger v. McCullough, 253 Ill. 312. The 
journal must show that the bill and amendments were printed. 
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datory gives the legislatures still greater freedom in their applica- 
tion. This doctrine is borrowed from the principle that, when the 
provisions for carrying out a statute were not designed to operate 
as & condition to its performance and do not to the judicial mind 
appear essential, they will be regarded as directory. In such cases 
the proceedings under the act will be held valid, although the com- 
mand of the act as to form and time has not been strictly observed; 
the time and manner not being the essence of the thing required to 
be done.?? 

In many cases this is the reasonable attitude towards consti- 
tutional prescriptions, since the execution of the legislative function 
is more important than the method. Accordingly it is usual to 
hold that an incorrect enacting clause will not invalidate the law, the 
form set forth in the constitution being considered directory.*® 
Constitutional provisions that bills shall be enacted into clauses and 
sections are viewed in the-same light.*! In situations such as these 
the will of the framers of the constitution may be accomplished with- 
out strict adherence to constitutional standards, for the questions 
are purely ones of form, but when methods of procedure are involved 
the situation is more serious. Requirements such as that a bill 
shall be read on three separate days exist to insure deliberation and 
. to check flagrant evils. As Cooley® well points out, the interpre- 
tation of constitutional prescriptions which renders them merely 
directory is charged with dangerous elements. The fundamental law 
does not generally undertake to prescribe rules of proceeding except 
where such rules are looked upon as essential to the thing to be done. 

Sections which require that every bill shall have three readings 
on separate days have sometimes been held mandatory, sometimes 
merely directory,” and the same is true of the provision thai all 


9 Potter's, ‘“Dwarris on Statutes," p. 222 and p. 226 note. See also People 
v. Spruance, 8 Colo. 307. 

X McPherson v. Leonard, 29 Md. 377; Cape Giraudeau v. Riley, 52 Mo. 
424; Swann v. Buck, 40 Miss. 368; State v. Burrow, 119 Tenn. 376; But in State 
v. Rogers, 10 Nevada 250, the omission of one word from the enacting clause 
rendered the act void. The Court was moved to this extreme view by Cooley 
on “Constitutional Limitations," 7 ed., p. 214. 

31 County Commissioners v. Meckens, 50 Md. 28. 

2 Cooley, ‘Constitutional Limitations,” 7 ed., pp. 213-214. 

2 Mandatory, Ryan v. Lynch, 68 IN. 160; Board of Supervisors v. Heenan, 
2 Minn. 330; In the later case the court considered that since the constitution 
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bills shall be signed by the presiding officers and the fact entered in 
the journals.* Althougk clauses requiring that bills have but one 
subject clearly expressed in the title are generally mandatory; 
a few decisions have declared them to be merely directory.? 

The rule has been applied that the constitutional prescription 
is directory where there is no clause declaring the act void if the 
direction be not followed, whereas if the reading is that “no bill 
shall become a law” unless a certain procedure is followed the pro- 
vision is mandatory." However this rule is not general, for affirma- 
tive clauses have often been held mandatory, largely under the in- 
fluence of the attitude taken by Cooley. From the viewpoint of 
legislative procedure the question is not of prime importance as long 
as courts refuse to invalidate an act other than by affirmative state- 
ments on the journal. 


PAROL EVIDENCE [INADMISSIBLE TO OVERTHROW JOURNALS 


The courts have consistently refused to admit parol evidence 
to overthrow the favorable presumption towards an act, the Journal 
being the only evidence compétent to impeach it? The integrity 
of the journal cannot be assailed for fraud or deceit. When ap- 
proved by the house it becomes the act of the house itself and to in- 
quire into its veracity would be to invade a codrdinate department 


provided that the necessity for three readings on separate days could only be 
suspended by a two-thirds vote, it was demonstrated that the framers of the 
fundamental law attached great Importance to the manner of passing an act. 
Directory, Miller and Gibson v. State, 3 Ohio St. 475. 

4 Mandatory, State v. Glenn, 18 Nev. 34; Slate v. Keisewelter, 45 Ohio St. 
254; Burrit v. Commissioners, 12) Ill. 322. Directory, In re Roberts, 5 Colo. 
525; Leavenworth v. Higginboiham, 17 Kan. 62 (otherwise the presiding officers 
would have the veto power); Síicie v. Mason, 155 Mo. 480; Telegraph Co. v. 
Nashville, 118 Tenn. 1. 

5 Washington v. Page, 4 Cal. 388; In re Boston Mining Co., 51 Cal. 624; 
Ohio v. Corrington, 29 Ohio St. 102. 

% People v. Supervisors, 27 Barb. (N. Y.) 584; People v. Supervisors of Chen- 
ango, 8 N. Y. 817; McClinch v. Sturgis, 72 Maine 288; State v. Meade, 71 Mo. 266. 

3? Larkin v. Simmons, 155 Ala. 278; Cummans v. Gaston, 109 S. W. (Tex.) 
476. 

38 Ames v. U. P. Rwy. Co., 04 Fed. 165; State v. Brody, 148 Ala. 381; People v. 
Hatch, 883 HL 9; Brays v. Williams, 137 N. C. 387; Audwor-General v. Board, 51 
N. W.'483 (Mich.). 
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of government. If the ‘ournal contains errors the house itself is the 
only tribunal competent to correct them.** 

This freedom from judicial inquisition is granted the legislature 
as a right inberent in an independent department of government. 
Where the constitution has imposed restrictions upon it as to the 
methods by which it shall act, it claims the prerogative of apply- 
ing these restrictions. If, during the passage of an act, the consti- 
tution has been violated, attention is called to the breach by raising 
a point of order on the floor. Thus a point of order that notice 
had not been given for a private bill as ordered by the constitution 
is fatal if sustained.*© Presiding officers refuse to rule on the con- 
stitutionality of a measure unless a point of order is involved. It 
is then their duty to do so. The Missouri Constitution (Section 
37, Article III) empowers five members of either house to protest 
that the constitution has been violated in the passage of a bill, 
which protest is to be noted on the journal. The courts hold, there- 
fore, that in the absence of such protest it will be presumed that the 
legislature was not remiss. But as the same courts have ruled 
that to nullify an acti the journals must show affirmatively and be- 
yond all doubt that the constitution was not followed, it is difficult 
to see how a parliamentary objection would have much weight.” 


Tam VALIDITY oF PARLIAMENTARY RULES 


The constitutions cf all the states except Georgia empower their 
legislatures to make their own rules of procedure, although noth- 
ing is clearer than that this prerogative would inhere without 
express constitutional grant. From this it follows that no court 
will review any infraction of the legislative rules, and if the houses 
choose to ignore them completely the validity of their acts is in no 


3 Siale v. Smith, 44 Ohio St. 348. Here a spurious and false journal accom- 
plished the validity of an act; protests and affidavits spread on the journal at a 
later date were of no effect. See also Taylor v. Beckham, 108 Ky. 278, where it 
was averred that in an election contest following the murder of Goebel the journals 
were fraudulently made out pursuant toa conspiracy. See further Wise v. Briggs, 
79 Va. 269. 

# Penna. House Journal, 1876, p. 790 ef passim. 

& For a complete discussion see Mass. Senate Journal, 1869, p. 341. 

a McCafferty v. Mason, 155 Mo. 486. 

* State v. Field, 119 Mo. 593. 
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way affected.“ A house may adopt any procedure it sees fit, and 
change it at any time without notice, but it cannot bind itself by 
establishing unchangeable rules.“ In this respect joint rules are 
no more binding than the rules of a single house, their observance 
likewise resting upon the discretion of the legislature.“ 

The constitution of Minnssota contains a clause obviously de- 
signed to increase the auzhority of the rules of the two houses. 
Bills, passed in conformity tc the rules of each house and to the 
joint rules, are to be preserted to the governor. (Section 21, 
Article IV.) In an early case the Supreme Court of the State dis- 
cussed the probability that by this recognition the rules were de- 
signed to be placed on the same footing with the rules incorporated 
in the constitution." Nevertnreless, no court has nor will any court 
be apt to test the possibilities of this provision beeause of the doc- 
trine that no act can be impeached except by affirmative evidence 
on the journal.*? 


Tan ÁuTHOnITY oF STATUTES REGULATING PROCEDURE 


Brief reference has alreacy been made to frequent attempts to 
sécure a more refined procedure by incorporating certain rules in the 
statute law, the thought being that once a rule has received the ap- . 
proval of the governor in the form of a legislative act, its observance 
rests no longer upon the wh.m of the legislature. Following the 
passage of such laws, the question arose whether or not a binding 
authority higher than a mere parliamentary rule had been attained 
in any manner which the courts were bound to respect. The gen- 
eral verdict has been that these self-inflicted restraints have no 
higher validity than a rule cf practice of a single house. Thus a 
statute directing that every oill shall have three readings on sepa- 
rate days was merely directory and its suspension by less than a two- 
thirds vote, although forbidden by the act, did not invalidate legis- 
lative action on a bill. Such a statute receives its entire force from 
legislative sanction and exists only at legislative pleasure. It is 
no more than a rule of prceedure adopted by the legislature to 

4 McDonald v. State, 80 Wis. 407; Brays v. Williams, 137 N. C. 387; Wise 
v. Bigger, 79 Va. 269. : 

a French v. State Senate, 146 Cal. 604. 

* Railway Co. v. Gul, 54 Ark. 101. 


* Board of Supervisors v. Heenan, 2 Minn. 335. 
48 Siate v. Hastings, 24 Minn. 78. 
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govern its own proceedings. Neither can one legislature bind 
another by a particular mode of repealing or amending statutes, for 
no form can be prescribed for legislative action which the constitu- 
tion does not lay down. | | 

The position of the courts is further revealed by their attitude 
towards acts which have been called out by the numerous evils at- 
tending special and local legislation. In,states where no constitu- 
tional mandate exists it has been common to provide by statute that 
notice of intention to intrcduce any special or local act must be pub- 
lished in approved form. ‘The universal opinion of the courts has 
been that such statutory requirements may be disregarded since 
they can exist only for the legislature’s guidance and convenience.’ 

The practice of Congress conforms to the theory prevailing in 
the states. A rule of procedure accordingly is not controlled by any 
act of a preceding Congress,? although a law passed by the then 
existing Congress has been recognized as binding in such matters.™ 
It need hardly be pointed out, however, that, when the question of 
suspension comes up, statutes of the sort under discussion have a 
validity higher than a simple rule, inasmuch as the prestige of a 
statute is greater than that of & mere rule of practice. 

In an effort to assure the actual presence of members at the 
final passage of a bill and to escape the “short roll call," New York 

49 Sweiteer v. Territory, 5 Okla. 297. 

89 Brightman v. Kernor, 22 Wis. 54. 

The New York Commission to recommend changes in methods of legisla- 
tion (appointed by the Goverror, 18905) urged that certain provisions of the 
joint rules be enacted into statutes that they might at least be binding on each 
house taken separately. (N. Y. Assembly Documents No. 20, Session of 1896.) 
This is an incorrect statement cf law. 

5: Manigault v. Ward, 123 Fed. 707 (affirmed 199 U. S. 473, although this point 
did not come up). Derby & Turnpike Co. v. Parker, 10 Conn. 522; Chamilee v, 
Davis, 115 Ga. 266; Opinion of the Justices, 63 N. H. 625; Sherman v. Benford. 
10 R. I. 559. 

In Chalfani v. Edwards, 156 Pa. St. 246, the court spoke with disfavor of the 
opinion that one legislature might disregard at pleasure the directions of its pre- 
decessor concerning the publication of nozices of private bills, and pointed out that 
although the power to repeal ths act could not be doubted yet it had not been 
exercised, and the citizens of any locality had the right to rely on the observance 
of its provisions. The case, however, was decided on other grounds. 

&à 4 Hinds 3298, 3579, 3819. j 

8 § Hinds 6767, 6788, 
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passed an act which directs the presiding officers of each house to 
certify to the presence of a constitutional quorum and passage by a 
constitutional majority.“ No bill was to be deemed passed unless 
so certified, and the certificate was to be conclusive evidence’ of the 
fact of passage. Yet this law has been declared void. If the 
journals show a constitutiona. quorum present and the necessary 
affirmative votes, the act is good, and a defective certificate can 
be supplemented by the journals.® Here again the legislature is 
forbidden the right to bind itself in matters of form and the con- 
clusion must be that the success of measures such as we have been 
discussing must be judged by their moral effect upon the legislature’s 
conduct of business, and rot oy their legal force. 

The experience of those states which try to keep their codes 
complete illustrates the futility of attempts to control legislative 
practice, as it were from ihe outside. For example the Political 
Code of California (Sec. 249—250) requires that each bill proposing 
an addition to the general laws shall be codified by the judiciary 
committee of one of the houses, but although this codification is 
omitted the validity of such acts cannot be questioned.’ 


LEGISLATIVE EMPLOYES 


Attempts to regulate by s;atute the number and compensation 
of legislative employes have hkewise involved the power of the sep- 
arate houses to manage their cwn affairs in their own way, without 
bemg amenable to any othe- department of government. The 
multiplication of legislative sinecures has been a common method 
of rewarding the faithful, and many states, profiting by experience, 
have set forth by statuie the specific number of employes allowed 
each house and their compensation. Clearly, however, the ob- 
servance of such laws rests w:th the houses of the legislature and 
varies widely in differen; states. It can be truthfully said that they 
are passed largely for moral effect. In Massachusetts the provisions 


54 Now known as Chap. 37, § 40, Laws of 1909. 

55 In re Stickney’s Estate, 185 N. Y. 107. 

8 People v. Supervisors of Chenar.go, 8 N. Y, 317, . 

i! Statement of N. W. Thompson, President pro tem of the Cahfornia Senate, 
41st Session, in Legislative Manual for California, 1915. Mr. Thompson also 
suggests that laws of this nature are contrary to the provision of the constitution 
which empowers each house to determine the rules of its own proceedings. 
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of the statutes are followed scrupulously in the employment and 
payment of legislative helpers. : Vermont reports that consider- 
able was. accomplished by embodying such provisions in the laws 
rather than leaving them to the independent action of the two 
houses, and that they have failed of observance only in unimportant 
details.5® On the other hand, it is common elsewhere for the legis- 
lature to disregard such regulations on the ground that they in- 
fringe upon the legislative prerogative. The method prevailing 
of old in New Jersey was for each house to employ a great number of 
unnecessary aids and to take the chance that their compensation 
would be provided for in the bill which passed at the close of the 
session to meet unexpected expenses. Since the passage of the act 
defining the number and compensation of employes this abuse has 
to a great extent disappeared, although the scheme has not been 
entirely successful.“ 

' Jndiana’s recent experience is an extreme illustration of the 
situation. By an act of 1895 the number and pay of the legisla-. 
ture employes were strictly limited, but for several years the al- 
lowance for employes had been increasing in both houses contrary 
to the statute, until firially in the session of 1913 the amount spent 
for help exceeded all previous records.“ Following this session 


55 Statement of Mr. Henry D. Coclidge, Clerk of Massachusetts Senate. 

V Mr. John M. Avery, Legislative Reference Librarian, Vermont. 

t Misa Ida M, Anding, Legislative Reference Librarian, South Dakota, states 
that subsequent legislatures have disregarded for the above reason an act regulating 
employes. In lllinois both houses have violated similar provisions (Mr. Finley 
F. Bell, Legislative Reference Librarian). Because the number of employes at the 
1918 session had been more than double that provided by statute, the Progressive 
element of the 1915 House tried to get the committee on contingent expenses on 
record as to how many would be added in excess of the statute during the session 
upon which they were entering (Illinois House Debates, 1915, p. 149). The at- 
tempt failed and the usual conditions prevailed. In New York, in order to bring 
the law into conformance with practice, the legislative statute was amended in 
1915 to permit either house to increase at will the number of its employes (Laws 
of 1915, c. 483). In the majority of stetes excess employes are paid from the con- 
tingent fund. 7. 

*: Mr. John P. Dullard, New Jersey State Librarian. 

* In 1918, althouga the statute allowed forty-five employes in House and 
Senate, the actual number was approximately one hundred and fifty. Between 
1907 and 1913 the sum expended for “‘help” in the Senate increased from $36,668 
to $61,572. The allowence for doorkeepers increased more than seven thousand 
dollars, and the added employes performed only nominal duties (See Senate 
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several members and officers of both houses were indicted and tried 
in criminal court for making out fraudulent warrants to pay men 
employed contrary to law. The question considered by the court 
was whether the Senate anc House acting separately had the right 
to employ assistants in excess of the numbers named in the act.® 
The court did not accept the contention that the act of 1895 was 
binding on the two houses until repealed. The power of each house 
to fix the number of employes was not conferred by the General 
Assembly, but came in the nature of an inherent right which the 
General Assembly acting as a law-making body cannot curtail or 
limit. Therefore the act was never binding. 

This opinion represents fairly well the usual attitude of legis- 
lators toward statutes which seek to control legislative employes. 
Freedom to determine the number and allowance of employes is a 
prerogative, similar to the power of judging of the qualifications of 
members or of punishing for contempt, and is indispensable.’ 

In accord with this dostrine, & joint committee of the Mon- 
tana Legislature appointed to make provision for the payment of 
employes recently reported thet the section of the constitutions 
which requires the legislature to provide by law the number and 
compensation of employes is fulilled if the legislature leaves by law 
to each house the right to designate the number of assistants as the 
times demand. ` 

In opposition to the above, is the view that the right to employ 
clerks and assistants at will is not inherent, but can be restricted 
by law. "The legislature, although the law-making power, is itself 
regulated and controled by law. Therefore, if employes are de- 
sired in addition to those specifed by statutes, the law must be so 


Journals, 1907 and 1013). As was poiated out at the time, there had been no in- 
crease in the size of the floors to sweep or in the number of spittoons to clean. 
The session of 1915 managed to function with a material reduction in the number 
of employes. ' 

8 From the opinion of the trial judge, rendered in the Marion County Crim- 
inal Court, Deo, 17, 1914. 

* Supported in Chf v. Parsons, 90 Iowa 665; in Cook v. Auditor-General, 
129 Mich. 48, the court specifically refused to take the position that payments to 
legislative employes made by resolution and properly endorsed were illegal al- 
though contrary to a clearly expressed statute. 

65 Sec. 28, Art. V. 

* Montana House Journal, 1915, p. 65. 
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framed or amended as to authorize their employment. Such 
a law, it is urged, is binding on the houses to the same extent as on a 
private individual, and can be repealed or disregarded only by the 
concurrent action of the two houses and the approval of the gov- 
ernor.* Contrary to the action of Montana, the legislature of 
Colorado fulfilled the constitutional requirement that no payments 
should be made to employes except those appointed in pursuance 
to law, by specifying by statute the number and rate of compensa- 
tion. The Supreme Court has held that, in view of this, the houses 
cannot by separate resolution fix the compensation of employes at a 
rate higher than that allowed by existing law. The constitutional 
prescription is a mandats to the legislature to fix it by law, since it is 
& provision essential to the protection of public rights, and when 
such a law has been enacted the legislature cannot ignore it.5? 

The number of times the question of the right of the legislature 
to employ clerks and assistants has been considered by the courts 
is small, and it is not possible to cite srecedent that is conclusive, 
yet the view that the legislature in this connection is at all times a 
law unto itself is more in keeping with the decisions of the courts 
concerning statutes seeking to control other phases of legislative 
procedure. Granted that the legislatire has the right under the 
constitution to employ assistance that it may discharge its business 
most expeditiously, it is dificult to see How it can be restricted by 
self-imposed law. Any other view extends the control of the execu- 
tive, whose approval would be necessary to a removal of the re- 
striction, beyond mere approval or disapproval of the legislative 
product to a share in the interral management of the business of the 
houses, & result certainty never anticipated by the framers of our 
state constitutions.” 


67 State v. Wallichs, 14 Neb. 439. Yet the Legislature has not felt itself 
bound, and in a number of cases has exceeded the statute limit. (Statement of 
Mr. A. E. Sheldon, Director Nebraska Legislative Reference Bureau.) 

88 State v. Audtior-Gener2l, 61 Mo. 229. See also Walker v. Coulter, 113 Ky. 
814, although here the const-tution strictly specifies the number of employes and 
the point under discussion was not necessary to the decision. 

t? People v. Spruance, 8 Colo. 307. 

10 The legislature's independence in matters relating to employes is somewhat 
restricted by constitutional prohibitions upon increases of compensation after the 
service is rendered. See Robinson v. Dunn, T7 Cal. 478; State v. Williams, 34 
Ohio St. 218; State v. Chalam, 21 Waah. 437. 

Recently the Illinois Supreme (Court refused to allow an appropriation for 


x 
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In the light of the foregoing the following generalizations may be 
made. If the legislature hes the power to act under the constitu- 
tion (the power may be inheren; in the very nature of the legislative 
function), it possesses full competence to decide what methods of 
procedure it willemploy. The courts will review the right to exer- 
cise the power but will leave the application of constitutional 
directions concerning procedure in the hands of the legislatures 
themselves. If the legislative bodies are determined to evade 
checks placed in the fundamental law, the evasion must appear 
affirmatively on the journals. Lf legislatures are remiss in interpret- 
ing constitutional provisiors tie remedy ‘which the constitution 
provides by the opportunity fo- frequent renewals of the legislative 
bodies is far more efficacious than any which can be afforded by the 
jury." In the last analysis we must look to the legislature itself to 
give living content to any rules, constitutional or otherwise. This 
does not signify, however, that »onstitutional requirements concern- 
ing procedure are without effect. Usually they are respected to the 
letter even if the spirit be not elways fulfilled, and where tho inten- 
tion of the framers is not acccmplished there is ordinarily a good 
practical reason for the failure to do go. 


telephone fees of members or for the mileage of members. It denied that these 
expenses were incidental to the discharge of the legislature’s business. (Fergus 
v. Russell, 270 Ill. 304 and 626) Nevertheless it may be argued with reason that 
the telephone is as necessary as are pases and stenographers. 


CHAPTER II 
THE ORGANIZATION OF THE HOUSES 


The first step in the organization of a new legislature is of 
necessity the preparation of a temporary roll. If the certificates of 
the members-elect are all regular and uncontested this is a mere 
clerical duty. But if the majority of one party is small and doubt- 
ful, and conflicting election certificates have been presented, the 
power to draw up the roll is open to abuse, since it is highly desirable 
to either party to construct an organization which will favor its 
interests in the contests which are to follow. 


Toe MAKE-UP or tHe ROLL 


Contrary to the practice of Congress, the legislatures of many 
states have taken the make-up of the roll out of the hands of the 
clerk of the preceding session and placed the duty upon the secre- 
tary of state, who certifes to the correctness of the list of names 
which he presents. He is presumed to be & more responsible officer 
than the clerk and any member named on the roll is entitled to his 
seat until action is taken unseating him.! 

In other states the temporary clerk calls the roll of counties 
and members-elect present their certificates as their districts are 
called? Or the duty may be left with the clerk of the last session, 
with the specification that only members holding proper election 
certificates shall be placed on the roll? In Colorado and Nebraska 
permanent organization is delayed until the report of a committee 
on credentials‘ but this does not destroy the advantage gained by 
the possession of a majority on the temporary roll or the importance 


1 Clerk's Manual, New York Assembly (1916), p. 509, and Assembly Journal, 
1914, p. 80 e£ seg. Also Legislative Decision No. 25, Michigan Manual (1015), p. 
645. Members are, with few exceptions, sworn according to this temporary roll. 
See journals of any saate. 

3 Fixed bv statute in California, Indiana, Minnesota, Montana, Ohio and 
Texas. 

3 Fixed by statute in Arizona, Iowa, Maryland, Nebraska and North Dakota. 

* Colorado, Annotated Statutes 12897; Nebraska, Revised Statutes (1913), 
{ 3742-3743, and the Blue Book (1915), p. 470. 
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of the clerk’s power in makng up the same. With these two 
exceptions, persons appearing on the roll upon which the house is 
organized take the oath and participate in the permanent organiza- 
tion, and remain members urtil removed by the house. In New 
Hampshire, however, no name is to be entered for any district from 
which conflicting certificates cf election have been returned.5 

The method of making up the roll is usually prescribed by 
statute. In Illinois, however, it has been left to custom, and confu- 
sion sometimes results. At tbe organization of the 1915 session the 
president of the Senate of that state refused to admit the roll 
prepared by the secretary of state, which would have deprived his 
party of control, on the ground that no statute made this the off- 
cial roll. The parties were evenly matched, and, as no roll could be 
agreed upon, permanent orgenization was delayed for more than 
six weeks, or until a special‘committee had completed a recount in 
the doubtful districts.® 


CONTESTED ELECTIONS 


One of the first questions to engage the attention of the houses 
is the disposition of contested elections. As shown in the chapter ` 
above, this right is exclusive with each house and perhaps no power 
has led to graver abuses. In no state are such contests dealt with, 
in a systematic way, nor have perty organizations hesitated to 
strengthen their position by high-handed practices 1n unseating 
members. Where no immediate decision is necessary to party 
advantage the contest may drag on for weeks. In 1915 the Assembly 
Committee on Privileges anc Elections in New York spent in two 
election cases $9,075.98 for hotel expenses alone. In 1914 a con- 
tested election before the same body was not decided until the day 
of adjournment, and the duly elected representative served but 
part of one day. Thus twc men drew full salaries for the same 
office. 

Inasmuch as control by the legislature of the election of its 
members is no longer necessary as a defense against executive 
encroachment, England has cutgrown the conviction that the power 


* Public Statutes, Chap. 4, Sec. 6. 

* Illinois Senate Debates (1918), pp. 4, 5, et passtm. 

7 Itemized account approved by the speaker, New York Times, Jan. 26, 1916. 
5 Report of the Citizens’ Unicn Committee on Legislation for 1914, p. 4. 
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of decision in contested cases is an inviolable parliamentary privi- 
lege, and since 1868 such cases have been referred to the courts.? 
But the American courts will rot permit our legislatures to part 
with this jurisdiction. The constitution of Pennsylvania directs 
that the trial of contested elections of members of the General 
Assembly shall be by courts of law !? and in conformity to this the 
legislature designated the courts and the manner of holding trials. 
The Supreme Court held, however, that by this the legislature was 
not deprived of the power, granted in another section of the con- 
stitution, of judging of the election of its own members. The pur- 
vose of the constitution and the statute was merely to provide a 
method of procuring and presenting to the respective houses evi- 
dence necessary for an intelligent decision. Final judgment must 
rest with the house." 

More recently in two important cases the power of the courts 
to render even advisory opinions has been denied. The Corrupt 
Practices Acts of Massachusetts and of Montana provided that 
eases of contested elections of members of the legislature should be 
heard by the courts upon the presentation of proper petitions. 
The judge was to return the findings to the secretary of state to be 
transmitted to the house for which the contestant was a candidate, 
end decrees were to be entered in favor of the one shown to be law- 
fully elected. But in reviewing these provisions the highest courts 
cf both states held that if it was their purpose to give final juris- 
dietion to the courts, they were void as invading an exclusive pre- ' 
rogative of which the legislature could not divest itself. . Moreover, 
i? the decree of the court was to be advisory merely, a non-judicial 
duty was imposed on the courts. They were made nothing other 
than the agent of the legislature, and their opinion at best could be 
only tentative. In accordance with the principle of the separation 
of the powers of government such use cannot be made of the courts." 

* Ses Parliamentary Debates, July 6, 1906, where a danger is disclosed in the 
English system. A strong elament in Commons wished to drive a justice to resign 
because of his conduct in an election case. The Prime Minister’s indictment of 
the old method prior to 1868 could be applied word for ware to present conditions 
in our state legislatures. 

19 Art. III, Seo. 17. 

H In re Contested Election of McNefll, 111 Pa. St. 235. 

n Dinan v. Swig, 112 N. E. €1 (Mass. 1916); Stale v. District Court, 50 Mont. 
134 (1914). 
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Thus it is seen that escape “rom the almost farcical proceedings 
before election committees by following English example is rendered 
impossible through our unique doctrine of the relation of the depart- 
ments of government. 


SELECTION OF JEMPLOYES 


The selection of legislazive employes is the third important 
Step in the business of organization. While the needs of different 
legislatures vary it is generelly admitted that, were the selections 
made on the basis of skill end training, fewer men would do the 
work more efficiently. The general report from the states is that 
clerks and employes are chosen solely on grounds of political 
expediency. Indiana follows the happy plan of making appoint- 
ments for half the session, employing a new corps for the last thirty 
days. The following indictment by the Governor of Idaho could 
apply quite generally: 


There has been a general irerease in the expenses of succeeding legislative 
sessions out of proportion to the increase in membership. Previous legislatures 
have placed upon the pay rolls many more employes than were strictly necessary 
in the transaction of their legitimate business. Much higher salaries have been 
paid than would have been necessary to secure similar services by any corpora- 
tion or individual.” 


Two years later Governor Clark of Iowa arraigned the legislature in 
more severe language. Much of the money, he asserted, which was 
expended for legislative "help" was “puze, unadulterated graft." 
A dozen doorkeepers were employed where none was needed and 
clerks sat around the chambers in luxurious ease. The system was 
reprehensible and indefensible, and he zalled upon the General 
Assembly to reform.“ Ir the Missouri House it is the custom to 
allow each majority mem er to name one clerk. Thus the number 
of employes bears a strict ratio to the size of the party majority. 
In Indiana it has been cstimated that one-third of the employes 
could do the work.'* 


3 Message to the Twalfth Legislature (1913). 

14 Biennial Message oi the Governor (Iowa), 1915. 

5 Kansas City Times, January 9, 19013. At this session the Democratic 
majority was the largest in h:story and approximately 120 clerks were engaged. 

Statement of Legislative Reference Bureau in reply to questionnaire of 
Nebraska Legislative Reference Bureau, 1913. 
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Wisconsin has solved the problem of legislative help by adopt- 
ing the civil service principle under the direction of the chief clerk 
and the sergeant-at-arms of each house, who make the selections 
from an eligible list furnished by the civil service commission of the 
state.” The number of employes has likewise been reduced to the 
minimum necessary to carry on the work with maximum efficiency.!? 

The officers and employes may be chosen by the house, as is 
done in Ohio and Pennsylvania,’ but it is more usual for the house 
to elect only the more important officers and to delegate to the 
speaker or the clerk or the sergeant-at-arms the selection of a host 
of minor officials.2° When the power of appointment to. desirable 
positions with nominal duties is lodged with the speaker his position 
of leadership is strengthened. In Massachusetts the sergeant-at- 
arms, who is an officer of both houses and appoints numerous minor 
officials, possesses a, great deal of patronage and is a powerful man." 
Sometimes the selection of the rank and file of employes is entrusted 
to a committee, not infrequently referred to as the “ plunder com- 
mittee” whose nominations are accepted by the house.* 

Where the personnel of members changes as rapidly as in the 
state legislatures the securing of expert help is of prime importance. 
An experienced clerk and a skilled assistant may be instrumental in 
bringing system and order irto an otherwise chaotic body of inex- 
perienced legislators. To this end permanency of tenure and & 
graduated order of promotions are absolutely essential. Such a 
simple reform would result speedily in an improved legislative 


product, whereas the prevailing situation makes one or two over- . 


worked individuals responsible for the legislative routine while a 
great number of other employes bask in idleness. 

It may be noted here that statutes regulating the manner of 
organization or method of selection of employes have no binding 
power, should the house choose to ignore them; and the point 
of order, that the house is proceeding contrary to law, will not 


1 Wisconsin Statutes, Chap. X, Sec. 111g, and House Rule 9, and Senate 
Rule 93. 

18 Statement from Legislative Reference Library. 

19 Of course the nominees are selected by a “slate committee.” 

20 Por ezample, New York and Massachusetts. i 

2 Frothingham, “A Brief History of the Constitution and Government of 
Massachusetta,” p. 97. 

s For example, Indiana H. J. 1915, p. 73; Kansas and Washington also. 
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usually be entertained. For this the states have Congressional 
precedent.” 

It is usual to adopt the rules of the last session with perhaps 
minor changes reported by the rules committee. Until the rules are 
adopted the house operates under general parliamentary law. On 
these grounds a motion for the previous question was entertained 
in the New York Senate and is the only instance on record of such 
a motion being considered by that body.^  — 

The organization of esch house completec and the fact sent by 
message to the other house, it is customary to appoint a joint com- 
mittee to wait upon the governor to inform him that the legislature 
is ready to proceed to business. 

n See 1 Hinds 82, 242, 245. 

^ Clerk's Manual, 1916, p. 650. 


CHAPTER III 
INTRODUCTION OF BILLS 


It is generally recognized that our present legislative machinery 
was not designed to meet the heavy burdens placed upon it in the 
form of hundreds of measures introduced each session. Legislative 
channels are congested bv countless bills of individual members, 
and no satisfactory methods have been devised to stem the torrent. 
Indeed it is not strange that a procedure developed to secure delib- 
eration for meagures introduced by the tens should prove inadequate 
when measures are presented by the thousands. At a time when 
legislation is increasing rapidly in complexity and technical detail 
there exist no limits, except the self-imposed restrictions of individ- 
ual members, to the number of bills which a house must consider.! 


EARLY METHODS OF INTRODUCTION 


The right of a member to demand consideration for a legisla- 
tive proposal has not always been so clear as at present. In tne 
early days of our state legislatures, following the practice of Parlia- 
ment, bills could be introduced only by motion for leave or by order 
of the house, and in either case action by a committee was neces- 
sary.? A member seeking to introduce a bill would, after one day's 
notice, state to the house its general nature and move for leave. 
Leave being granted, a committee, of which the proponent was 
always made chairman, wa3 appointed to prepare and bring in the 
bill.? 

1 See Bulletin of Nebraska Legislative Reference Bureau, ‘Legislative Proce- 
dure in the Forty-eight States,” pp. 10-11, for a table of number of bills intro- 
duced each session from 1909-1913. Each successive session shows an increase. 

! Clark, Assembly Manual for New York" (1816); Sutherland, '" Legisla- 
tive Manual for Pennsylvania” (1880). See also the journals of New York, 
Pennsylvania, Massachusetts and Virginia for about the year 1800. For & com- 
plete discussion of this method see Debates of Congress, 1 Bess., 20 Cong., 823-827. 

3 Earlier practice in Pennsylvania had allowed a member to introduce a bill 
in place. The rule was, “Any member may read a bill in his place, and by per- 
mission of the house present it to the chair; it shall then be proceeded upon as if 


presented by a committee.” (Rule 14, Pa. H. J. 1805, p. 28.) Yet the right wss 


[26] 


x 
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Closely related to the above method was the order of inquiry, 
which was simply an order tc a committee to consider the expe- 
diency of legislating along a certain linet It was grounded on a 
presumed lack of knowledge end was an investigation started by 
the legislature to secure information which could not otherwise be 
obtained. At one time generally employed,’ this form survived in 
Massachusetts alone, where it was not abolished until 1893." By 
that time it had become the rormal way of introducing measures 
for consideration, but having lost all traces of its original purpose, 
it remained only as a cumbersome method of initiating legislation. 
Committees were charged with preparing measures when, because 
of the great increase in tne number presented, their normal function 
was to sift measures, and great delay resulted. 

A petition often formed the basis of a bill in the earlier days. 
Indeed the chief work of standing committees was the consideration 
of petitions. Originally, a committee reporting favorably recom- 
mended that a select com-nit;ee be appointed to bring in a bill 
along the lines of the petition. Reference of a petition, however, 
soon came to confer autLority to introduce a bill formally, although 
theretofore the committee in pcssession of the petition had not been 
able to report by bill unless em >owered to do so by a special resolu- 
tion. Introduction by petition is still common in some New Eng- 


restricted by requiring leave to be obtained. An examination of the journals will 
show that but few were intrcduced in this manner and that practically all bills 
were presented by a committee pursuant to order. So strong was the feeling that 
measures introduced should first be subjected to review that later the privilege 
of introducing bills in place was withcrawn, and the colonial practice of introduc- 
tion solely by committee was restored. 

t In Congress it was “a most coramon form” for measures other than those 
initiated by petition, (Debates of Congress, 2 Sess., 19 Cong., Col. 776; and 
statement of Mr. Polk, Speaker, Deoates of Congress, 2 Seas., 24 Cong., Col. 
1340. See also the journals of the time.) 

5 Report of the Special Rules Committee, Massachusetts House Documents, 
No. 5, Session of 1898. 

* See journals of the legislatures o? the first quarter of the nineteenth century, 
in particular the journals of Pennsylvania. 

7 Massachusetts S. J. 1893, p. 155 Today an order af inquiry merely author- 
izes an investigation and not the introduction of a bill. (Ruling of the Speaker, 
H. J. 1898, p. 456.) 

8 See journals of Pennsylvania, Massachusetts or Virginia about 1800. No 
committee was authorized to report a bill unless granted by resolution the privi- 
lege “to report by bill or otherwise.” In course of time this was granted to cer- 


~ 
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land states and is required in Massachusetts for all private bills. 
The petition, however, must be accompanied by a draft of the bill, 
and although it is in itself a mere survival, only a fraction of even 
the general measures in Massachusetts are introduced without it.* 
The point of order that & bill is broader in its scope than the peti- 
tion will be entertained.!¢ 

The cumbersome method of appointing a committee to prepare | 
and bring in a bill gave place, as the pressure of business increased, 
to introduction of the complete measure from the floor, upon leave, 


' and after one day's notice. At first debate might occur upon the 


motion for leave but it soon became common to grant leave to all 
by. unanimous consent. Thereupon introduction at will without the 
formality of securing leave came to be permitted." 

From this brief historical survey it is clear that originally the 
privilege of a member to introduce measures for consideration was 
not the unregulated right which it is today. The prevailing doc- 
trine was that the consent of the house, or at least of a committee 
thereof, must be gained before a bill could be admitted for considera- 
tion, and in granting asgent real deliberation was involved.¥ "The 


tain standing committees for the session, and later it was extended to all by a 
blanket resolution. Afterwards it was incorporated in the rules. 

? Massachusetts Senate Rule 22, House Rule 29. 

10 Notes on Rulings, Massachusetts Manual 1916, p. 634. The method 
permits measures to be proposed without a member being recognised as spansor, 
for although some member must endorse each one, he is not thereby made advo- 
cate for it. (Frothingham, “Brief History of the Constitution and Government 
of Massachusétts," p. 93.) 

1 Ag early as 1808 introduction by members from the floor was permitted in 
the New York Senate. When first recognized by the rules the method was em- 
ployed but little, the great bulk of proposed measures coming in by petition. 

n Tn 1843 in Pennsylvania; House Resolution No. 31. In 1868 the New York 
Assembly adopted the order of introduction of bills on call of counties (A. J., 
p. 94). Several states still adhere to introduction by leave in which case one 
member can compel a motion to grant lesve. 

35 The question was fully discussed in Congress in 1827 when a proposal was 
up to amend the rules to make it clear that no bill should be introduced except 
upon the report of a committee, the old rule being so worded as to lead some to 
fear that bills might be brought in without committee action thereon. The 
reason given why the House usúally admitted notice of intention to introduce a 
bill was that the judgment of the committee which would report on ita expediency 
would be accepted since the committee exercised a discretion in fhe matter. In 
the course of the debate Mr. Archer said: “But if a member of the House may, 
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sifting forces of the house were thus applied becore legislative pro- 
posals assumed the dignity of bills. Bills were introduced as the 
result of committee deliberation and, with the exception of con- 
sideration in the committee of the whole, were not usually sent 
again to a committee. 


PERSONAL RESPONSIBILITY OF MEMBERS FOR INTRODUCING 
MEASURES 


In our legislatures, where nothing like a rasponsible ministry 
has been developed, action must be inaugura;ed by the private 
member. With the exception of appropriation bills, measures are 
rarely introduced by committee action. Members are proverbially 
careless about exercising their right. They are not impressed with 
the value of the legislature’s time nor are they conscious that, by 
their failure to select carefully what measures they will propose, 
they render deliberation upon them a mockery. A recent investiga- 
tion carried on among the members of the Nebraska Legislature 
revealed that only 40 per cent of the bills introduced were the result 
of the members’ own initiat:ve or study of the subject. Sixty per 
cent were introduced at the request of individuals or societies." 

Permitting the worcs "by request," to be endorsed upon a 
bill, as is done in many ststes, favors the introduction of trivial 
measures by relieving the proponent of responsibility. The practice 
reaches a real abuse in Missouri, where in 1915, 15 per cent of the 
House bills were “by request." Very rarely in any state do such 
measures become law. Generally they are never reported favorably 
from committee. In Pennsylvania such an endorsement means the 
death warrant of a bill, as members argue that there must be some- 
thing wrong if the sponsor is unwilling to identify himself with it." 
on leave, bring in any bill which suite his particular views, and that bill must of 
necessity pass immediately to its first and second reading, all sound legislation 
would be at an end.” (Debates of Congress 1 Sess., 20 Cong., Col. 823 to 827.) 
Quoted by Chester Lloyd Jones, Proc. A. P. 8. A.; 1913-14; p. 101. 

4 Bulletin of the Nebraska Legislative Reference Bureau, “Legislative Proce- 
dure in the Forty-eight States," p. 9. 

5 Statement of Mr. Scott, Ckairman of Committee on Committees, Penna. 
House, 1913. Illinois and Kensas are notable offenders. The Illinois Voters’ 
League strongly urges prohibition of the practice. (See Bulletin of December 20, 
1914.) The rule in the Washington Senate is that such bils are not to be printed 
unless by special order. 
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The rule that no member shall introduce a bill which he is 
unwilling to defend and suppcrt personally on the floor, although 
difficult of enforcement, is a good one and should be followed con- 
scientiously. Nevertheless bills are often dropped in “sight un- 
seen." For example, a representative lately confessed that he did 
not remember who had handed him a bill of far-reaching effect 
which he had introduced, except that he believed that it had been 
& woman. 

Either carelessly or through a desire to be identified with 
popular legislation, members introduce many duplicate measures. 
In the 1913 session of the Michigan Legislature, nine “blue sky” 
laws were introduced.? The same year 112 bills were introduced 
in duplicate in the Nebraska Legislature, and some even in triplicate, 
one being introduced twice by the same senator and once by a 
member of the House.? Naturally if there is a healthy representa- 
tion of two parties, both will strive to introduce bills on important 
subjects; but attempts to facilitate passage by introducing identical 
measures in both houses are more common and less easy to defend. 
Legislative reference bureaus have rendered important service in 
urging members to combine measures and in calling attention to 
duplicate bills.2° The rules of California permit the committee on 
engrossment to substitute a bill of the other house identical with 
one on their own calendar,” and in Oregon a committee exists to 
pass on all bills before printing and thus avoid duplication.” For 


16 This is Nebraska. House Rule 34. 
17 Indianapolis Star, March 2, 1915. 
The following colloquy over a bill up for final passage took place at a recent 
session of the Illinois Senate. 
Mr. Dailey: “What is the purpose of the bill?" 
Mr. Meeker: “I don't know; the bill was handed to me." 
Mr. Dailey: “You are merely the foster-father? " 
Mr. Meeker: ‘Yes, I am the medium through which the bill was intro- 
duced." 
It may be added that the bill received a majority of the votes of those present ' 
but failed to receive the constitutional number and thus failed. (Senate Debates 
for 1915, p. 1130.) 
18 Reply to questionnaire of Nebraska Legislative Reference Bureau. 
10 Statement from the Nebraska Legislative Reference Bureau. 
20 The South Dakota Legislative Reference Library reports particular guc- 
cess along this line. 
2 Assembly Rule 9; Senate Rule 3. 
2 Statement in reply ta Nebraska Questionnaire, 1913. 
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the same purpose the printing committees of the Washington houses 
are instructed to scan all bills.» 


RESTRICTIONS UPON THE FREE ÍNTRODUCHCN OF MEASURES 


The increasing number of bills presented has led to discussion 
as to the feasibility of establishing some form of censorship upon 
their introduction. But as brought out by the Massachusetts com- 
mittee to revise legislativa procedure, the duty of the censor would 
necessarily be more than clerical. Consequen;ly it could not be 
delegated to anyone outside the legislature, although it is unlikely 
that any group of memkers could exercise any material power of 
selection without incurring the dislike of their colleagues and be- 
coming the victims of political scheming.** A proposal, recom- 
mended by a joint committee cf the Massachusetts Legislature in 
1910,75 designed to sift measures by limiting the rumber one member 
might introduce, did not meet with the favor of the two houses, 
inasmuch as they were unwilling to restrict their present unlimited 
right. Any innovation with this purpose in view is apt to run 
counter to the accepted belief that the channel should at all times 
be kept open in order that the overtures of the most humble citizen 
may easily attain legislative consideration. 

There are numerous provisions of one kind or another limiting 
the time in which bills may be introduced, but their purpose is 
rather to protect against hasty legislation than to restrict the quan- 
tity. In two states, however, rules have been adopted designed to 
decrease the number which each member may propose. Introduc- 
tion of bills in the Georgia House is in order but three days a week, 
and a member can present but one bill of a general nature each 
day. In Illinois a member may introduce thre2 bills a day during 
the first three weeks; thereafter on Tuesdays only." But the 
efficacy of these provisions is greatly weakened by the custom of 
granting unanimous consent to introduce bills £t any time.?® 

3 Thid. 

* Report of the Massachusettes Cammittee to Revise the Rules, 1915, p. 29. 
5 Thid., p. 28. 

* House Rule 40. 

27 House Rule 18. s 

233 Mr, E. D. Shurtleff, member oi the Rules Comm:ttee of Illinois House, 


states that he has nevor known su-h consent to be refused. 
From California comes tke latest novelty in the form of a constitutional 
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Present-Day METHODS OF INTRODUCTION : 


The procedure followed in introducing & bill varies somewhat 
in the different states. In a few the rules require that the old for- 
mality of asking for leave be carried oct? In others introduction 
by roll call of counties is still observed. Under the latter procedure 
a member rises as his county is called and notifies the speaker that 
he has a bill to introduce. A page then hurries a copy to the clerk 
who reads the title to the house." In Illinois bills are introduced 
upon a roll call of members.? The more general practice permits 
members to secure recognition from the presiding officer when the 
house is under the proper order of, business, and to send the bill to 
‘the clerk who reads the title. This constitutes the first reading. If, 
however, the constitution requires three readings in full, a pretense 
of reading the text is mede. — ^ 

'To escape the useless waste of time involved in the above 
procedure, several states, after the example of Congress, provide & 
box in which bills are deposited,” or have required that they be filed 


amendment offered in a resolution to the Assembly. Bills are to be presented to 
the Supreme Court before the legislature convenes, which shall render an advisory 
opinion as to their merits. The number which members may initiate after the 
session opens is greatly restricted. (Assembly Constitutional Amendment, No. 
67, Feb. 3, 1913.) 

The effect of California's first “split session” was an increase of over one 
thousand bills presented. The first thirty days were largely devoted to introduc- 
tion of measures. (Statement from State Library to Nebraska Questionnaire, 
1913.) But in 1915 the number swung back to normal. (Key to Chaptered Laws 
for 1915.) 

* True of Connecticut, Delaware, Iowa, Louisiana, Nebraska, and New 
Jersey Senate. 

* Georgia, Indiana, Kentucky and Ohio. 

31 Hughes, “Guide to Parliamentary Practice in Ohio" (1913). This follows 
the early practice of Congress when motions for leave or resolutions of inquiry 
were introduced upon a call cf the states. Debates of Congress, 2 Sess., 24 Cong., 
CoL 1341. 

2 House Rule 18, and “Law Making in Illinois," pamphlet issued by Illinois 
Legislative Reference Bureau. 

5" Maine, New Hampshire House, New York, North Carolina Senate. In 
1914 New York adopted the requirement that before a bill is placed in the box it 
must be stamped by the clerk to show that it was presented personally by a mem- 
ber. This was to prevent bills from being dropped in by other persons, chiefly 
clerks. 


^ 
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beforehand with the speaker or clérk.* Thus bills receive their 
first reading and reference to committee one day after they have 
been presented to the house, the speaker being given time to select 
the appropriate committees.* Otherwise his reference is the result 
of a snap judgment. The reading of titles on introduction and oral 
reference by the presiding officer, consumes precious time. The 
whole order of business is gore through in the most perfunctory 
manner. Members pay no attention, relying upon the printed 
journals or calendars to learn all they want to know. And inasmuch 
as the printed journal of the day’s proceedings appears the next 
morning there is no reason why introduction and reference should 
consume any time of the house whatever. Notice in the journal 
would be sufficient and, wkere no constitutional obstacle prevents, 
following the practice of Congress, could be counted as first reading. 

It is required by the constitutions of nine states that notice of 
intention to introduce a private or local bill be published,” and the 
legislative law of seven other states requires that notice be published 
or served." In Massacbusetis and South Carolina private bill 
legislation must be founded upon petition,®* and thus is retained a 
trace of the ancient practice when all legislasion was based upon 
petitions for redress of grievances. In this connection it has been 
urged that a return to tke practice of initiat:ng private measures 
by petition and the numbering of them in a series distinct from 
publie bills, would prova the first step towards developing a special 
procedure in private and local matters.*® This is indeed a consum- 
mation devoutly to be wished. Since a bill for the particular benefit 
of certain persons or of a special locality mgy prove injurious to 
others, the passage of such a measure involves a judicial inquiry 

* Minnesota, Pennsylvania, and Virginia. 

* New York Assembly Rule 6; Pennsylvania House Rule 10. 

* [ndex-Digest of Staze Constitutions. They are: Alabama, Arkansas, 
Florida, Georgia, Louisiana, Missouri, Oklahoma, Pennsylvania and Texas. 
North Carolina and New Jersey simply require notice before passage. 

77 Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, and 
West Virginia. Connecticu;, Maine, New Hampshire and Rhode Island require 
publication before the beginning of she session. 

** Massachusetts Senate Rule 15, House Rule 31. Code of South Carolina 
(1912) 734-38, 

s See article by J. David Thompson, ‘An Analysis of Present Methods of 
Congressional Legislation," Proceecings A. P. 8. A., Vol. X, p. 168. 
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and determination, rather than-a decision on publie policy. Recog- 
nizing this fact, the English Parliament treats it very much as a 
lawsuit would be treated, and the preliminaries attending its intro- 
duction closely resemble the pleadings in a civil suit. We have, 
however, made but feeble progress in dealing with private bill 
procedure, nor has the mere provision that they be accompanied by 
petitions availed anything in Massachusetts. If the petition were 
required to set forth the scope and object of the bill and opportunity 
were given for adverse interests to file a counter petition something 
approaching a civil pleading would be attained. These claims and 
counter claims could ther accompany a bill throughout its legisla- 
tive progress. South Carolina has gone so far as to require that 
the petition must set forth the merits of the case and why the 
purpose cannot be accomplished by general law, and a statement 
that all parties known to be concerned have had the requisite notice 
must be included.“ Connecticut statutes provide that petitions of 
an adversary nature must be accompanied with a citation to the 
adverse parties to appear, and twelve days notice must be given 
before the day of appearence.“ School fund petitions are return- 
able a month before the session opens and are heard by a special 
commission which reports to the General Assembly.* 


# Recommended by the Governor's Commission of New York (1895). See 
New York Assembly Document No. 20, 1898. 

* Code of South Carolina, supra. 

General Laws of Connecticut (1902) 7. | 

9 Thid., «18. 

The procedure which prompters of private bills in Parliament must observe 
before application is made are given in the Standing Orders of the House of Com- 
mons, Part II. They exist unchanged today as summarized by May, “Parlia- 
mentary Practice," pp. 679-684. It will be seen that petitioners must furnish 
complete information for the guidance of the committee which is to carry on the 
investigation. Proof that all conditions have been fulfilled must be exhibited to 
one of the Examiners of Petitiors for Private Bills, who are officers appointed by 
the Speaker. (8.0. No. 2. ) 

The Canadian legislatures have followed the English precedent. The rules 
of the Ontario Legislature, whick have served as models for the western provinces, 
specify in detail what the petiticn shall contain and what additional matter shall 
be deposited with the clerk. The Committee on Standing Orders reports on the 
sufficiency of the notice, and the clerk certifies that the necessary documents have 
been deposited with him. No motion for the suspension of these rules is enter- 
tained unless reported by the Committee on Standing Orders. (Rules of the 
Ontario House, 51-59.) 
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In view of the meager information conveyed by the title there 
has been some agitation in favor of requiring an explanatory note 
to accompany each bill on introduction. New Jersey adopted a 
rule which reads: “Each member when introducing a bill shall 
submit with each copy a statement setting out the objects proposed 
to be accomplished by its enactment and the localities or persons 
the bill will affect, which statement shall be referred to the com- 
mittee with the bill.” These statements are 2asted on the printed 
copies of the bills in the hands of the members and, although not 
considered an integral part. of these documents, are very helpful to 
all. The speaker of a recent session reports that the rule has been 
particularly useful in cases wkere the statute proposed contains no 
language except that which repeals an existing law. Where the 
proposed legislation affects special localities or individuals the 
, notice informs the reader at once. The Wisconsin House requires 
& similar synopsis to be presented with the bill, but it does not 
appear on the printed copy. When it is remembered that the 
modern legislator has thousards of pages of printed matter before 
him, much of which is of an amendatory nsture, on which he is 
supposed to assert an opinion, the value of a trustworthy summary 
of the provisions of the bills on his file is obvious. 


“ House Rule 71. It is optional in the Senate; Fu. e 36. 

* Rule 40. Bills in ths Ilinois Senate sometimes have explanatory state- 
mente appended to them but they amount to little. <A rule similar to the New 

Jersey cne, proposed by Progressives in the 1913 session of the New York Assem- 

bly, failed of adoption. (Journsl, p. 17.) 


CHAPTER IV 


COMMITTEES 


The real work of the legislature upon which the quality of legis- 
lation depends is fundamentally the work of the committees. With 
them rests the burden of sifting from the innumerable bills pre- 
sented those worthy of consideration by the whole house, and upon 
them is laid the duty of revising, amending and presenting these 
measures in what is usually their final form. They are the only 
agents, as yet developed in this country for this purpose, upon 
which responsibility can be lodged. 

. In our state legislatures a meeting of the body of the house has 
lost much of its deliberative character. Discussion, save on occa- 
sional matters of political importance, has almost disappeared. 
Members in their desire to get business done are impatient and 
hostile to speech making, and a too conscientious member who tries 
to thresh out measures on the floor falls quickly into disfavor. The 
individu&l must consequently depend upon the judgment of a com- 
mittee, inasmuch as pressure of time allows but little parliamentary 
discussion of even the most important legislation, and it is a physi- 
cal impossibility for him to read the mass of printed matter pre- 
pared for his uiformation and guidance. The committees must 
therefore be little parliaments in very fact, and it is no exaggeration 
to say that they are the most important factor in legislative proce- 
dure. Nowhere are experience and intellectual power better re- 
warded than in the detailed discussion possible around a table in a 
committee room. 


EARLY FUNCTION OF STANDING COMMITTEES 


In the early days when bills passed through the censorship of & 
select committee before introduction, the need for standing com- 
mittees was not great. In 1800 there were but seven standing 
committees in the New York Assemby,? end their duty was solely 


1 A prominent member of the Pennsylvania Legislature states that at the 
close of a session he once piled on the floor the printed matter he had been ex- 
peated to peruse. The pile was more than four feet high. 

2 Journal of the New York Assembly (1800), p. 35. 


[36] 
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to report upon petitions referred to them. If the petition was 
worthy, the standing committee reported a resolution that a select 
committee be appointed to br.ng in a bill. Because of the increas- 
ing number of petitions. the standing committees had by 1830 
increased to twenty-nine,.and had been granted the right to intro- 
duce measures based upon petitions) Howaver-a bil might be 
introduced, it went immediately to the committee of the whole for 
consideration; for even private members’ bils introduced on leave 
without the mediation of a cammittee escaped reference to a stand- 
ing committee. If, after deoate in the committee of the whole, 
imperfections remained, a bill might be committed to a standing 
committee, but such aid was seldom demanded. As, in the course 
of time, private members came more and more to introduce meas- 
ures upon their own responsibility, the question of keeping clear the 
calendar of the committee of the whole became serious. Hence 
arose the modern practice of referring measures upon introduction 
to standing committees. Thereafter only select measures ever 
reached the committee of the whole. 

In Pennsylvania it was cot until 1813 that standing committees 
were recognized by general resolution empowering the speaker to 
appoint them,‘ and it was not until 1827 that they were made a 
regular institution by the rulss. Their chief function was to under- 
take orders of inquiry at the zommand oi the House, but their power 
to report by bill had to be authorized by specific resolution. By 
1825, however, it had become the custom to grant this authoriza- 
tion by blanket resolution, and by 1830 the right of standing com- 
mittees to report by kill was embodied in the rules. Repeating the 
experience of New York, reference to a committee upon introduc- 
tion became the regular prozedure when incividual members began 
to present measures freely from the floor. 


SELECTION OF COMMITTEES 


The appointment of ccmmittees is today a principal source of 
the speaker’s power, for the practice of selection of committees by 
the house has met with negligible acceptance. The Nebraska House, 


3 Ibid., 1820, pp. 37-39. 

* Pennsylvania House Journal, 1818, p. 10. 

5 House Rules (18271 No. 28. j 

* Sutherland’s Manual for Pannsylvania (1830). p. 81. 


38 The Annals of the American Academy 


however, is an exception in that it has a committee on committees 
whose selections it approves, and the same is true of Utah. Penn- 
sylvania after one trial of this system in 1913, when a strong pro- 
gressive element sat in the House, has returned to the old method 
of appointment by the speaker. 

Methods of appointment of senate committees differ more 
widely. Inthe majority of cases the selection rests, under the rules, 
with the president, but since in most states he holds his office by 


virtue of the fact that he is lieutenant-governor and may be of a : 


political faith in opposition to the majority, this prerogative is some- 
times denied him. . In Oklahoma the constitution prescribes that 
senate committees shall be elected by majority vote,’ and in five 
other states the rules specify that the choice shall be by the senate.? 
In the Senates of Kansas and Nebraska, committees are selected 
upon the recommendation of a committee on committees. The 
committees of the Vermont Senate are chosen by a group of three, 
viz., the president, the president pro tem, and one member elected 
by the body, but the mght to overrule their appointments is re- 
served. In Connecticut, Delaware, Missouri, and Pennsylvania 
the selections are madé.by the president pro tem, who is also the 
majority leader. 

Since the president of the senate is not usually a member of that 
body, his committee appointments are apt to be dictated by the 
party leader. Indeed the actual power of selection is so commonly 
surrendered that a recent attempt of the president of the New York 
Senate actually to exercise his parliamentary prerogative evoked 
surprise. Objecting that he had not been consülted regarding cer- 
tain appointments which he did not approve, he refused to accept 
the responsibility of promulgating them. The party organization 
thereupon took the appointing power out of his hands and, having 
vested it in the Senate, put through the slate as voted in caucus. 
However, the responsibility for the appointments was lodged clearly 
where it belonged.? 

The minority members of TENE in New York, Illinois and 
elsewhere are customarily chosen by the minority leader, the speaker 


7 Oklahoma Constitution, Art. V., Sec. 28. 

* Ilinois, Ohio, Rhode Island, Virginia and Wisconsin. 

* Albany Knickerbocker Press, January 14, 15, 1915. New York Times, 
January 14, 15, 1915. 
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being satisfied with exercising his control over members of his own 
^ party.!? 

Usually the member first named upon the committee becomes 
chairman. Because of the loose manner in which committee busi- 
ness is conducted, the chairman exercises an influence greatly in 
excess of that enjoyed by similar officials in Congress. The power 
to designate who they shall be is, therefore, highly prized by the 
speaker. In view of the abuse to which this power may so easily be 
put, committees should be permitted to choose their own chairmen, 
as is done in both houses in Rhode Island and Wisconsin, and in the 
West Virginia Senate.!! 

Few phases of legislative procedure have evoked more criticism 
than that which vests the committee appointing power in the 
spe&ker. Without doubt it renders him & very powerful official, not 
only because it gives him control over measures placed in the hands 
of trusted worthies, but because, by granting or denying committee 
places as rewards and punishments, his position as leader is strength- 
ened.” Nevertheless, it is possible that much of this criticism is 
unmerited in view of the difficulties of apportioning desirable com- 
mittee berths among aspiring candidates. In addition to due care 
for party interests, consideration must be given to ability, experi- 
ence, geographic distribution, et cetera, and regardless of the effort 
expended, the conscientious speaker is apt tc find that his selections 
contain sinister combinations. The chairman of the committee on 
committees in the Pennsylvania House of 1913, who figured largely 
in the reform of the rules at that session, reports that his committee 
worked night and day in an attempt to distribute places fairly and 
honestly, yet the result of their labor drew the common charge that 
corrupt interests had prevailed. 


NUMBER AND Size Oy COMMITTEES 


In many states the very number and size of committees defeats 
the purpose of their existence. The energy of members is dissipated 


10 At the 1915 session of the Illinois House the speaker for the first time in 
years named full committees himself, refusing to recoznize any leaders in the badly 
disorganized minority. 

u Under the Pennsylvania Rules of 1918 each committee elected its own 
chairman, but this feature was dropped when in 1915 the legislature returned to 
the old method of committee appointments. 

2 Tilustrations are familiar to all. They appear clearly whenever the selec- 
tion of a speaker has exposed the party to factional disturbances. 
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by service on many committees. Meetings must often be scheduled 
at inconvenient hours and conflicts occur constantly. Amid such 
circumstances a reduction in number through combination and 
elimination becomes the first condition of reform. To cite extreme 
examples: the Iowa House has sixty-one committees, ranging in 
size from nine to forty members, membership on eight being the 
minimum for any one reprasentative. In addition to a committee 
on agriculture of thirty-nine members there are committees on dairy 
and food, animal industry, drainage, horticulture, and agricultural 
college. There are nine dealing with different phases of education, 
in addition to one on educational institutions with twelve mem- 
bers, and one on schools and text books with twenty-eight mem- 
. bers.” The Kansas House has fifty-five committees. In addition 
to several useless ones, such as federal relations and immigration, 
there are six dealing with subjects which could more easily be 
handled by the committee on agriculture, six dealing with matters 
of education and five with municipal affairs.‘ The Michigan 
Senate with thirty-two members has sixty-two committees, fifteen 
of which could be grouped under one on education.“ The Ken- 
tucky House boasts seventy committees, each member serving on 
six, and in Georgia members serve on an average of nine. Although, 
as has been stated, these examples are somewhat extreme, Penn- 
sylvania’s average of five places per member i is typical of the vast 
majority of states. . 

Such an endless multip_ication of committees would of course 
be impossible if it were not that the burden of work is confined to a 
few of the more important while others meet but irregularly through- 
out the session. Everywhere the committees on appropriations, 
judiciary, and municipal affairs wiil be found crowded with work. 
Of less importance, although with plenty to do, will be found com- 
mittees dealing with agriculture, banking, county affairs; educa- 
tion, corporations, railroads, fish and game, and roads and bridges. 
Then follow the committees whose work is almost negligible. It 
has been stated by members of experience that twenty-three of the 
- forty-one committees of the Pennsylvania House are of no impor- 
tance and could readily be abolished. Of the thirty-eight com- 

4 House'Ruleg for 1915. 


4 Rules for 1915. 
H Rules for 1915. 
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mittees of the Ohio House of 1915, there were sixteen which con- 
gidered less than ten bills each out of a total of nine hundred and 
twelve introduced. In the session of the same year twelve com- 
mittees of the Vermort House, eleven of the Senate, and six joint 
committees, received less than ten bills each."  Evidently some 
readjustment is needed. A few committees are overwhelmed; 
others never meet. 

On the other hand, tke distribution of business among the joint 
committees in Massachusetts is much more equitable, only seven of 
the thirty in a recent session receiving less than forty bills.18 Ver- 
mont attempted reform at the 1917 session by combining sixteen 
committees into seven, but no attempt was made to relieve the 
more congested. In Wisconsin the reform has been worked out to 
its logical conclusions. Senate standing committees have been re- 
duced to five with no member serving on more than one, and the 
number in the House which consider legislation is now fifteen with 
a total of but 112 places for 100 members.!® In Rhode Island, also, 
members serve as a rule on but one committee. 

The advantages of the plan are obvious. Each committee be- 
comes an important part in the legislative system, performing a de- 
cent amount of the legislative business. Full attendance at meet- 
ings is possible because members are not bothered by conflicting 
committee schedules, and chairmen do not have to exert themselves 
to secure a quorum.?? In those states where capitol space is limited 
the simple matter of finding rooms for a multitude of meetings is 
serious, preventing a committee from enjoying permanent quarters. 
While under a system of few committees there would still be degrees 
of importance; and experience and capacity would still be rewarded 
by places upon the leading committees, each would have sufficient 
work to do. Meetings could be held at regularly scheduled hours 
when members are fresh for the work. By devoting their whole 
attention to the business of one committee, legislators could become 


16 Ohio H. J. 1915, pp. 1047 et seq. 

1Y Report of Joint Committee, 1917, pp. 6, 7. 

15 Report of Joint Committee on Procedure, 1915, p. 36. 

1$ 8, Rule 20; H. Rule 22. This was accomplished at the 1913 session when 
the number of committees was cutin half. (Ass. J. pp. 98-99.) 


20 Tt, is a general complaint that Popa meetings are not well attended. 
Congreas has the same difficulty. 


1 North Carolina and Vermont report specific difficulty of thia kind. 
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specialists along the lines of their service. Committee proceedings 
would possess weight and dignity, so sadly lacking in our state legis- 
latures, but without which no deliberation can be a success. 

Hex The opposition to a rearrangement along the lines indicated 
comes from a desire to multiply honors. Representatives are loath 
to surrender the prestige and perquisites derived from membership 
on many committees. The recent progressive wave in the Illinois 
House spent itself when the number of committees had been re- 
duced from sixty-seven to thirty-three, with each member serving 
on from five to eight,” and at the 1915 session of the Kansas Senate 
a motion to authorize a reduction from forty-one to twenty-one 
failed without a roll call.” 


REFERENCE oF Buis 


Upon introduction and before consideration by the House, a 
bill is referred to a standing committee in whose possession it re- 
mains until reported back or until the committee is discharged. 
Except in rare instances the presiding officer designates which com- 
mittee shall receive the measure. The rules often permit discussion 
at this point by providing that the question “Shall the bill be re- 
jected?” may be raised, but this never occurs in practice. Some- 


, titnes reference does not take place until after second reading, but 


in such cases second reading usually follows immediately upon first. 
Consequently nothing is gained by adherence to an ancient practice 


_ observed by Parliament, inasmuch as with us the merits of a bill are 


no longer debated on second reading and afterwards referred to a 
committee for review of the details.* In-Arizona and Ohio the bill 
is’ printed and on the desks of members before reference.” 

When bills are referred by the presiding officer immediately 
upon introduction they are apt to be distributed more or less at 
haphazard among the various committees. Thus in Vermont, 


within a period of three sessions, woman's suffrage bills were sent to ' 
committees on municipal corporations, internal affairs, temperance, 


2 H. J. 1915, pp. 132-133. 

5 S. J. 1015, p. 4. 

M [n Arizona, Louisiana, Missouri and Ohio the rules provide for reference 
after second reading, but as the constitutions require readings to be on separate 
days, reference is delayed one day after introduction. 

z Arizona House and Senate Rules 9; Ohio, House Rule 73 and Hughes’ 


"Parliamentary Guide.” 
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~ judiciary, ways and means and grand list. By requiring measures 
to be filed with the clerk previous to introduction or by allowing & 
day to intervene betweer. introduction and reference such cáreless 
disposizion of measures can be avoided. 

In at least three states the speaker has been deprived of his 
power of reference. In Ohio and Virginia members of the House 
designate the committee, and Maine practice, in keeping with her 
system of joint committees, provides & joint standing committee 
whose function is to assign bills to the proper committees." Per- 
mitting a member to specify what committee shall consider his bill 
robs the speaker of & great deal of control over its fate, for the latter 
is sure to have at least one committee dominated by his adherents. 
Even if committees are elected by the house his power is large, since 
his reference is rarely overruled by contest on the floor. 

Where joint committees are used as extensively as in Massa- 
chusetts and Connecticu; the process is a little more involved. 
Refererce by the presiding officer in one house must be confirmed 
by the other and when such concurrence ia refused, it 1s the usual, 
although not the invariable practice, for the first house to recede 
from its position and to pass a resolution agreeing with the new 
reference. As differences of this sort are quite frequent the ref- 
erence of the presiding officer 1s constantly checked up by the other 
house and his own.?? 

Formal reference by the speaker before the assembled house 
consumes valuable time and serves no useful purpose. Members 
pay no attention to this order of business, practically denying them- 
selves the right to review the action of the speaker. Notice of the 
reference in the daily journal or calendar is quite sufficient, if oppor- 
tunity is given to move to revise the speaker’s action. The rules of 
the Virginia House require the clerk to refer bills in accordance with 
the endorsement of the proponent and to enter the fact on the 
journal. He is then to prepare a daily list of all bills offered with 
their patrons and references.? A member thus learns readily what 


** Memorandum of Vermont Legislative Reference Bureau, 1916. 

37 This procedure was adoptad as an improvement over the old method of con- 
current reference. 

28 See Journals of Massachusetts and Connecticut. Maine, as noted above, 
employs a joint committee on reference. 

29 House Rules 7, 37 (1915). Urged by the Massachusetts Joint Committee 
in its report on the reform of ths rules, 1915, p. 33, 
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disposition has been made of his measures, for the general confusion 
on the floor and the sing-song manner in which reference of bills is 
carried on precludes even the most diligent from profiting by public 
announcement. 


COMMITTEE MoazrTINGS 


——— e— 


The efficiency of the committee system may. be impaired by. 


inconvenient hours of meeting. Too often the program of the house 
makes no allowance for the time necessary for the meetings of the 
committees. As a consequence they frequently are compelled to 
snatch a few minutes at recess or at the close of the day when all are 
tired and anxious to get home.*® Although forbidden by the rules, 
meetings during a sitting of the house are common toward the end 
of the session. Morning seems to be the best time for committee 
meetings for then the members are fresh for the most important 
part of their legislative duties. The customary hour in Massachu- 
setts is 10:30 a.m. Members accordingly plan to devote their morn- 
ings to committee work, which therefore becomes as regular a part 
of the routine as the session on the floor. Occasionally meetings 
are held at night but only in order to clear up a crowded calendar. 


COMMITTEE ScHEDULES á 


A sine qua non of effective committee work is the maintenance 
of a fixed schedule of meetings, which should be arranged by a re- 
sponsible person and to which members should strictly adhere. 
The practice of drawing up a loose schedule at an informal con- 
ference of several chairmen provokes conflicts and ends in holding 
meetings whenever a quorum can be gotten together. Moreover, 
if choice of time is left to the convenience of the individual members, 
meetings are most numerous in mid-week, with the consequence 


that the house calendar is crowded on three days a week with bills | 


reported out, but light on other days. Stated sessions of committees 
would go far towards keeping each day's business uniform." Fur- 
thermore, adherence to a fixed schedule, permitting special meetings 
only after one day's notice, removes the old evils of “snap meetings.” 


1 Discussed in the Bulletin of the Nebraska Bureau, Procedure in the 
Forty-eight States, p. 17. In Arizona sessions frequently convene to insure prese 
ance of members and recess immediately for comniittee work. 

“ Recommended by the Vermont Special Committee, 1917. 
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It has not been uncommon for a meeting to be held without the cus- 
tomary announcements, at midright cr other convenient hour, at 
which only the friends of the measure could appear. Afterwards 
the bill might be reported out at any time to an unsuspecting legis- 
lature and rushed through before tke opposition regained con- 
sclousness. 

Few states have attempted to introduce system into their com- 
mittee schedules. To do so involves a surrender in part of each 
committee’s freedom of action and is at variance with the feeling 
that somehow it is beneath the dignity of a committee to allow itself 
‘to have a schedule imposed upon it. A measure of progress has, 
however, been nrade. In the 1915 session the Nebraska Legisla- 
tive Reference Bureau submitted a plan of committee meetings 
which was followed in the main, and in California a committee is 
ordinarily appointed for the same purpose. The presiding officers 
of the South Dakota houses, in consultation with others, work out 
a schedule for the session, and in New York the various chairmen 
meet with the clerk and arrange a schedule which is carried out 
quite successfully. In Minnesota a measure of responsibility for 
arrangement of committee meetings is placed by the rules upon the 
rules committee? The attitude, however, of most legislators is 
illustrated by the refusal of the Vermont legislature in 1917 to adopt 
an elaborate schedule of meetings which aimed to cure much of the 
old evil. 

If committee schedules are to be made a complete success it is 
best that they be arranged by someone outside the house, who can 
devote the necessary attention to the details. The smoothness 
with which the Massachusetts system works is due largely to the 
effort of the person in charge of the weekly bulletins, whose duty it 
ig to confer with the different committee chairmen and clerks and to 
arrange a schedule of meetings accordingly. 

The value of committee deliberations would be enhanced if they 
were to proceed according to ‘calendars announced beforehand, but 
the nearest approach to this inrovation occurs in announcement of 
committee hearings.* ™: In Massachusetts this latter serves virtually 

" Assembly Rule 19 permits variations from this schedule only on one day'a 
notice or a call of the majority. 


ı 9 Committee calendars were urged by the Progressives in the New York 
Assembly in 1918 but to no avail. (Journal p.19.) A regolytion offered recently 
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as a calendar, since custom secures for each bill a public hearing. 
Frequently in this state committee action is taken in executive 
session at the time of the hearing although it may be postponed to 
a certain day, but inasmuch as reguler executive sessions are held at 
stated intervals members know when certain measures are to come 
before the committee for final action.* 4 

It is generally accepted that an opportunity for a hearing 
should be given on each measure anc. that notice of same should be 
published in a way that all interested may have an opportunity to 
attend. Massachusetts publishes tw:ce a week a bulletin of hearings 
which is copied by the newspapers, ard daily, at 2:00 p.m., a printed 
list is issued of all assignments for the morrow.- Notices are also 
sent to petitioners. In New York, Illinois and Wisconsin notices 
of hearings are published in weekly bulletins. In whatever manner 
the notice may be published, it is the general rule, to which Massa- 
chusetts is an exception, that hearings are granted at the will of the 
party leaders and not as a matter of right. An old trick is to fix a 
date and, if the legislation involved is unwelcome to the bosses, to 
postpone the hearing when the advocates of the measure have 
assembled their forces. Thus the latter are worn out by successive 
postponements. . 

The importance of committee deliberation is recognized in 
eleven state constitutions by proyisians requiring committee action 
on bills.5 The constitutions of Alabama and Virginia require that 
the committee be in session to consider the bill. This is the simple 
principle that no business should be transacted except in regular 
session with a quorum present, although the rules of but few legisla- 
tures mention the matter of a commistée quorum at all.® Regard- 
less of the constitutional provision in Pennsylvania directing that 
there shall be a committee report on each bill, committees fre- 
quently report without a meeting. The chairman may secure the 
individual assent of a majority of his committee, or’ late in the 
session he may merely rise in the House and ask if any members of 


in the Illinois House authorizing notice to committee members of bills scheduled 
for consideration died in committee. H. J. 1915, p. 342. 

% Frothingham, supra, p. 106. 

£ Index-Digest, State Constitutions, p. 839. 

$5 In Illinois, Iows, Kentucky, Minnesota, Now York, West Virginia, and 
Wisconsin & majority shall constitute a quorum under the rules. In California 
the decigion is left to the committee although it ahall never be less than one-third, 
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his committee are opposed to his measure, and if strong objection 
does not appear he reports the bill favorably. Against such pro- 
cedure a point of order that a bill was not considered in committee 
will not be sustained as it is not competent for the chair to go back 
of the committee report. Proxy votes are also an evil and where 
they are admitted it is difficult to maintain committee work on a 
high plane. New York has recently forbidden their use. 


CoMMITTEE RECORDS 


The general custom of “the short roll call," by which measures 
reported favorably pass the house without an actual division, gives 
to committees the power of life-and death over the vast majority of 
legislative proposals. Yet final action is commonly taken in secret 
session. The rules of Ohio and Florida require that all committee 
meetings be public, but these are exceptions and the procedure in 
New York is typical. Committees have an open session and an 
executive session. Different members may appear at the open 
session and call up bills they have introduced,** but at the executive 
session all outsiders are excluded. Here the discussion is strictly 
secret and no information concerning it is to be divulged except 
through the official records.*® l 

But to open committee deliberations to the public is not suff- 
cient alone to fix responsibility definitely, and the most common 
device for turning the searchlight upon the dark recesses of com- 
mittee action has been to require records of their proceedings to be 
kept. Committee records in one form or another have been adopted 
by the rules of one or both houses in fifteen states. The record in 
Wisconsin is most complete. It includes the time and place of 
hearings and meetings, the attendance of members, the names of 
persons appearing before the committee with the firms they repre- 
sent, and the votes of members on all questions. The chairman is 
charged with the responsibility for its keeping and a copy follows 
the bill when reported to the house. It is to be accessible to the 


3! Pa, H. J., 1868, pp. 713—714; 1901, p. 303; and elsewhere. 

33 Some houses require by rule that the Bponsor of a measure be notified when 
it is to come up in committee; others anly if the report of the committee is to be 
adverse. 

5 1016 Clerk's Manual, N. Y., pp. 530—531. "Where such courtesy prevails 
the necessity for an official report of all proceedings is increased. 
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publie and after the session is filed with the secretary of state.‘° 
For the sake of making it easily available in order that its purpose 
may not be defeated, it would be wise to make the record of votes 
an integral part of the committee’s report. It would then appear 
in the journal and would be preserved for all time. The Progres- 
gives of the New York Assembly of 1913 secured the adoption of a 
rule that the report of the committee must contain the names of the 
members present when action was taken and their vote, these to be 
entered on the journal,“ but as a matter of fact the journal gives 
only the names of those who favored the report. Ohio and Ken- 
tucky accomplish practically the same result by requiring that all 
in favor of the report sign it, their signatures being spread on the 
journal. The advantage in recording the votes of committees on 
the journals is in the wider publicity given them and the greater 
assurance that they will be preserved, the full minutes being filed 
in’the secretary of state’s office. 

The experience of the Illinois House demonstrates that merely 
to pass a rule requiring that committee records be kept may be of no 
effect. A rule for keeping records similar to the Wisconsin rule was 
adopted at the 1913 session, but at the end no deliveries were made 
to the secretary of state as had been provided.“ At the following 
session complaint was early made that bills were being reported un- 
‘accompanied by a report of the roll call,8 and it is doubtful if Illinois 
has even yet succeeded in her purpose. Hdd the votes of com- 
mittees been entered on-the journals the members could not have 
avoided going on record, for it would have been in the power of the 
minority to have made trouble by protesting. 

The publication of full committee records will go far towards 
introducing regularity in committee proceedings, and to this end 
‘they should contain more than a statement of the vote upon the 
report to the house; they should include the votes on every ques- 
tion put to the committee, as the Wisconsin rules provide. By turn- 
ing light upon committee proceedings the members would be brought - 


40 Wisconsin Joint Rule 6. 

& See Assembly Journal, 1913, p. 19, and Rule 21. 

& Bulletin, Legislative Voters’ League of Illinois, Nov. 20, 1914. 

a House Resolution No. 53, 1915 H. J., p. 227. This was a resolution to 
investigate the breaghes of the rule but was never reported out of committee, 
Statement of Mr. Shurtleff of the Rules Committee bears out the above. 
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to give this phase of their work the a;tention it deserves. Com- 
mittees would be unlikely to smother important legislation by fail- 
ure or refusal to report inasmuch as responsibility could be easily 
located, but naturally, reform of this nature is steadily opposed by 
the leaders of the “old guard." For example, when the proposal 
under consideration was offered at the lest session of the New Jersey 
House it was defeated by the argument »f a leader that the power to 
discharge a committee was sufficient protection against possible 
iniquities therein.“ 

Committee work can be much fac-litated by the employment 
of expert clerks to look after the drudgery of details. To this end 
it would be well to organize all clerical assistance to committees 
under a head clerk of committees with & permanent tenure of office. 
The success of the Massachusetts system is in part due to the effort 
expended by the clerks. Although the custom is to appoint the 
youngest member of the committee as 2lerk yet his position in the 
next legislature is dependent upon the ability with which he handles 
the affairs of his committee, and if he parforms his duties with suc- 
cess the way is opened to coveted places later. 


JOINT COMMITTEES 


The system of joint committees, highly developed in Massa- 
chusetts, Maine and Connecticut, has produced excellent results. 
In Massachusetts all except judiciary and ways and means are joint; 
judiciary usually sitting as a joint committee and ways and means 
sitting separately as a double check on money bills. With the 
exception of the latter committee it will be observed from the lists 
of committees in the taree states where the joint system prevails, 
that the separate house committees are zoncerned with the business 


“ The Philadelphia Record, Jan. 10, 1917. 

Nore :—The argument presented against a proposal, made during the general 
revision of the rules of Congress in 1880, that the report of a committee shall in- 
clude the names of the members concurring, in reality sets forth two good reasons 
for the system of committe2 records advocated above. It was objected that a 
member would have to scrutinize every bill before his committee and come to a 
deliberate conclusion on it, and that the confidertial element in committee action 
would be destroyed. (Congress. Record, 46 Cong., 2 Sess., p. 826.) 

All money bills must pass through the incividual serutiny of the ways and 
means committee of each house, although they may have been acted upon earlier 
by another committee. 
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and procedure of each house as a unit in itself, and that matters 
necessitating concurrent action are delegated to joint committees. 
The house membership on joint committees greatly exceeds the 
senate, in Massachusetts the ratio being eight to three. They act 
and vote, however, as a unit; there is no house rivalry. They are, 
therefore, Joint committees in reality. The rule in Massachusetis 
is that bills are to be reported back to either branch, having reference 
to an equal distribution of business between the two, except that 
money bills must go first to the House. The practice also permits 
a bill to be referred to two joint committees in turn sitting jointly, 
as for example, a bill relating to the sale of milk and cream was 
turned over to the committees on agriculture and public heaith. 

It is not too much to say that the success of Massachusetts, the 
state in which the committee system is most highly developed, is 
due in & considerable measure to her joint committees. As pointed 
out by Professor Reinsch, public attention tends to be attracted to 
joint committees more than to innumerable committees of both 
houses.“ Committee sessions consequently become orderly and 
dignified. Advocates or opponents of legislation are not compelled 
to plead their cause twice, and duplication of clerical duties is es- 
caped. Opportunity is given to reduce the number of bills which 
the houses must consider by combining bills on the same topic into 
one which embodies the good points of all,' and a broader view is 
possible than can be acquired by committees of a single house. 

The objection to the joint committee is that it substitutes a 
single consideration of a measure for consideration by each house 
separately, which is the theory of the bicameral system, and on this 
ground Vermont at the last session abolished all joint committees.*® 
But even granting that the spirit of the bicameral system is violated, 
a question certainly open to argument, it would seem that the rights 
of both houses would be sufficiently safeguarded if a bill passed by 
one house were received by the other as with a favorable report 
unless the committee representation of that house declared them- 

* Reinsch, “Legislatures and Legislative Methods." 
47 This is successfully accomplished in Connecticut where the work of draft- 
ing the substitute is turned over to the clerk of committees, who is an experienced 


official. The advantages of joint action are admitted also in those states whose 
rules permit joint hearings. Wisconsin has especially availed herself of this 


4 See Report of the Committee to Revise the Rules, 1917, p. 9. 
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selves as opposed.*® Az: long as opportunity remained for one body 
to refer a measure to a committee of their own number the matter 
of separate discussion would receive all the attention it deserves. 


CONFERENCE COMMITTEES 


In ease of serious differences between the two houses the good 
offices of a conference committee are called in. But as a rule, 
amendments proposed by one house are generally adopted by the 
other and consequently there are few difficulties serious enough to 
call for conferences. An examiration of the journals will disclose 
that they are seldom employed vntil late in the session when the 
rush of the closing hours is impending; that they are seldom unsuc- 
cessful; and that their reports are universally adopted. The situa- 
tion is therefore charged with possibilities for evil in the opportunity 
afforded for making trades which are seldom investigated by the 
house as a whole. The general parliamentary law that the report 
of a conference committee cannot be amended in either house ® 
increases the inclination to accept any compromise the committee 
may offer. The secrecy of proceedings in the conference is in- 
creased by the rule that the minority of the committee cannot 
report. 

t Suggested in memorandum of Vermont Legislative Reference Bureau pre- 
pared for the Legislature, 1016. 

9^ The first constitution of New York provided a most cumbersome method 
of managing disagreements. The two houses were to meet in a conference man- 
aged by committees from both. (Constitution of 1777, Art. XV.  Abrogated in 
the Constitution of 1821.) By this method the secret bargaining which now feat- 
ures the work of committees of conference was avoided. 

& At the 1915 session of the Illinois Legislature conference committees were 
used but eleven times and in each case the report was adopted. The Oklahoma 
Legislature of the same year adopted the reports of the ten conference committees 
appointed, and in Massachusetts in 1916 nine of the ten conference committees 
agreed on reports which were accepted. There were only five conference com- 
mittees in Indiana at the'l915 session These cases are typical. l 
, 9 Jefferson’s Manual 7535. In California enforced by Joint Rule 9, and 
in Maine by J. R. 13. By a recent dec:sion in Pennsylvania a conference com- 
mittee report was permitted to be amended by a concurrent resolution. (Legis- 
lative Journal, 1913, p. 5239.) Otherwise the formula must be to recommit by 
concurrent resolution with instructions to amend. ‘The rules of some legislatures . 
allow no other action than acceptance or rejection. 

3 5 Hinds 6406; Pa. H. J. 1850, pp. 1216-1218. 

^ See Index-Digest, State Constitutions, pp. 838, 842-843. 
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In order to bring the conference report to the attention of the 
members, who, as we have seen, are quite willing to accept on faith 
the compromise presented to them, it is sometimes required that it 
be printed and on the desks of the members before final vote. This 
becomes & constitutional mandate whenever the constitution re- 
quires the printing of amendments or of the bill in final form.* 


DISCHARGE OF COMMITTEES 


À bill in committee is out of the hands of the house until re- 
ported back or the committee is discharged. In order to prevent 
the quiet chloroforming of bills without the committee going on 
record, possible when bills are retained indefinitely, the rules in 
twenty-five states provide that the committee must act within a 
specified time. The time allowed varies from four days jn Colorado 
to twenty-five in Minnesota, although it is unusual to enforce this 
limit with any rigidity.5 The rules of the California Senate pre- 
scribe that committees shall report “as soon as practicable," and 
in Kentucky a member may call up a bill after a reasonable time. ” 55 

Although it is clear that it should be made easy to place a, bill 
before the house after it has been in committee a reasonable time, 
to place a bill automatically on the calendar after the expiration of 
a certain number of days, as is done in North Dakota, robs the com- 
mittee of legitimate selective power. No bill should adorn the 
calendar without the favorable action of & committee unless at least 
25 per cent of the house are willing to assent to discharge the com- 
mittee. Thus Delaware permits the discharge of a committee after 
ten days upon the request of eighteen (about one-half of the House)® 
and New Jersey at the request of fifteen (about one-fourth) upon 
one day's notice. In Utah, however, the speaker alone is granted 


this power on four days’ notice, and in North Carolina the author 


may recall the bill after five days in committee.5? 


“For experience of Iowa see Shambaugh, “Statute Law Making in Iowa,” 
p.224. For experience of California ses Hickborn, “The California Legislature of 
1909,” p. 12. 

48 California Senate Rule 84; Kentucky, House Rule 37. 

5' House Rule 27. 

55 House Rule 67. 

9 House Rule 3 (Utah); North Carolina House Rule 51. In the senates of 
Missouri, North Carolina and Ohio and in both houses in Indiana, one member 
may demand return after a specified time, 


a 
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It is the right of a house to get measures before it easily. Occa- 
sionally, however, the discharge of a committee is made so difficult 
that it becomes virtual master of the legislation entrusted to its 
consideration. The rules of the Illinois House require a majority 
vote of all elected to discharge a committee; twenty-four hours’ 
notice must be given and the motion can be entertained on but 
three days a week. New York likewise requires a constitutional 
majority to discharge a committee, but the motion cannot be put 
until the committee has been ten days in possession of the meas- 
ure.*! Under such circumstances it is practically impossible for the 
house to regain possession of a bill in the hands of an unwilling com- 
mittee. The situation was so serious in Michigan, where under the 
two-thirds rule a minority could prevent the discharge of a com- 
mittee throughout the session, that the present constitution pro- 
hibits the legislature from passing any rule which would prevent a 
majority of the members from taking a bill out of the hands of a 
committee. 

After some painful experience with “pickling committees" the 
Pennsylvania, House has since 1913 permitted sixty members (less 
than one-third of the body) to discharge a committee which had held 
a bill ten days. Here the difficulty had been further complicated 
by a ruling that a moticn to discharge a committee must be made 
under the order of resolutions,9 which waa in order only on Monday 
night and Friday morning. The House never met on Friday and, 
as the session on Monday night was limited to one hour, oppor- 
tunity to move discharge rarely came.“ But in the reforms of 1913, 
“Resolutions” was made the fourth order of regular business for 
each sitting. 

It is highly advisab-e that all committee calendars be cleared 
up and all business reported back before a stated time in the session, 
a practice that 1s perfectly feasible where the time for introduction 
of'measures is limited. Thus one portion of the legislative activity 


** House Rule 12. 
*: House Rule 10. 
, 5 Debates, Michigan Constitutional Convention, 1907-08, p. 1421. 
* H. J., 1878, p. 742. 
* House Rule 62 for 1011 and earlier. If the motion to discharge was un- 
welcome to the organization the Monday night hour was always consumed before 
the order of Resolutions was reached, ` 


1 
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would be gotten over with, say half way in the session, leaving the 
remainder of the time for discussion on the floor. The rush and 
riot of the closing days is happily avoided in Massachusetts and 


much credit must be given to the custom by which the presiding 


officers keep account of the manner in which committee work is 
proceeding, comparing progress this year with the calendar of last 
year, and if a committee is found to be dilatory, they do not hesitate 
— to apply pressure.*5 

There exists some difference of opinion as to the advisability of 
requiring committees to report on all matters referred to them. 
The Massachusetts special committee of 1915 voiced a violent pro- 
test against the practice of a committee report on every measure. 
Committees are compelled, they argue, to consider frivolous meas- 
ures, and the calendars are crowded with adverse reports which are 
seldom overthrown but which ‘consume the time of both houses. 
The recommendation was accordingly made that a committee unan- 
imous against a bill need not report, thus opening the way for prompt 
consideration of the more important matters.“ -On the other hand, 
it is urged that committees be compelled to report every measure 
and that the house take formal action on all. But it is a useless 
waste of legislative energy to require committees to consider meas- 
ures to which the committee is unanimously opposed or which a 
reasonable fraction of the house does not favor. Although mere 
silence should not stifle legislation and to escape committee tyranny 
discharge should be made easy, it is in keeping with the dignity and 
responsibility which a committee should feel to allow it discretion 
in selecting measures upon which to devote attention. 

Where committees are not compelled to report upon each meas- 


$ Joint Rule 10 specifies at what time the final report of all committees must 
be in, which time may be once extended. Three days after the final limit com- 
mittees must report with the recommendation that the bill be referred to the next 
General Court. This recommendation is of course perfunctory, and may be over- 
thrown without opposition from the committes, although it requires a four-fifths 
vote to do so. This permits a bill to be killed by committee by mere delay unleas 
an overwhelming majority is in its favor. The advantage, however, is found in 
that it gets all the business of the session before the house in time to dispose of it 
in an orderly manner. . 

s Committee upon Reform of Procedure, 1916, report pp. 43, 44. In 1914, 
1481 matters were reported adversely by unanimous bamia vote. These 
were read by both clerks and went on both calendars. Allowing two minutes for 
each measure, sixteen legislative days were thus consumed. 
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ure, there are few adverse reports, unfavored measures usually 
being allowed to die without formal action; and in view of the 
common difficulty in discharging a committee this is the surest way 
to kill a bill. Where no legislation is permitted to die in committee 
a negative report recommends that “the oill do not pass" or that 
“the bill be indefinitely postponed," and is commonly adopted by 
unanimous consent. The question is, “Shall the bill be rejected?” 
or “‘Shall the report be adopted?" Vermont found that if the ques- 
tion were put “Shall the bill be read a third time?" as is usual for 
favorable reports, the indieation being towards overturning an ad- 
verse judgment of the committee, & committee report was, by the 
mere inertia of members, often reversed without adequate reason.’ 
The Pennsylvania House used to allow a bill negatived in committee 
to go on the calendar at the request of sixty members (less than one- 
third), although the earlier practice had been that such bills came 
up for consideration as those reported favorably. In 1915 the 
sixty rule was changed to a majority on the ground that because it 
was easy to get sixty members to place a negatived bill on the calen- 
‘dar, it was crowded with bills which ultimately never passed. 
Sometimes the lower house has been known to surrender absolute 
veto power to the committees by making an unfavorable report 
final.*® On the other nand, the Senate of South Carolina per- 
mits a negatived bill to go on the calendar at the request of one 
member. 

In accordance with the principle to relegate all business which 
does not require deliberative action to Lours when the house is not 
in session, and to publish disposition of same in the Journals, it would 
be well to abolish the formal reading on the floor of reports of com- 
mittees. There is no good reason why they should not be filed with 
the clerk, published in the journal and calendar, and opportunity 


*? The form of the question was changed at the 1917 session. 

*5 The custom in Missouri is to pass such a resolution a few weeks before the 
close, e.g., 1918 H. J., p. 745. A similar resolucion was presented in the Indiana 
House in 1915 in order to seal the fate of the female suffrage and prohibition meas- 
ures then in committee. At first it was thought to have passed but, in conse- 
quence of the storm stirred up by the absolute surrender to a committee, the 
- speaker reversed his decision on the ground that the resolution had not received 
the constitutional majority required by the rules. (Indianapolis News, February 
24, 25, 1915; Chicago Tribune, February 24, 1915.) 
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given to move rejection on the floor. If the report is favorable the 
bill could move automatically to second reading.*? if 


STEERING COMMITTEES 


No diseussion of the committee system would be complete 
without some attention to steering committees, which control the 
time of the legislature to & greater or less degree in &pproximately 
three-fourths of the states. Their function is to guide the house, 
especially during the last days of the session, through a calendar 
congested,with bills too readily placed thereon. The theory is that, 
in the tumult of many measures competing for consideration, nó 
important matter must be allowed to go by default. 

The confusion attending the closing days of the average legis- 
lature is notorious yet natural in so far as it arises from the indolence 
of the members and the spirit of proorastination which dominates 
the early days of the session. Indeed, the very existence of a sifting 
committee, designed as an escape from a crowded calendar, con- 
tributes toward the confusion and operates in turn to congest the 
calendar, since members, who are only human, know that a way out 
is easy and convenient. Furthermore the hesitancy or lack of cour- 
age displayed by the standing committees in killing the less worthy 
measures contributes to the final congestion and resultant demand 
for a steering committee. Just as the power of standing committees 
developed when the number of bills introduced had become too 
large for consideration by the whole house, so the steering committee 
emerged when measures approved by the standing committees in- ` 
creased until a further selective agency became an irresistible 
temptation. 

Complaint is common that too few bills are checked at the com- 
mittee stage.”° Statistics of legislatures chosen at random demon- 
strate that in view of the hundreds of bills considered, committees 
are too lax in exercising their selective function and that many more 


€? Tn Illinois, Kansas, Massachusetts and Texas reports of committees are not 
read on the floor, appearing merely in the journals. In Congress bills reported 
favorably go automatically to the proper calendars; an adverse report is laid on 
the table unless a request to place the bill on a calendar is made within three days. 
(Rule XII.) 

70 Replies to the questionnaire of the Nebraska Legislative Reference Bureau 
(1913) of but five states could be understood as expressing that committees exer- 
cise courage in reporting adversely. 
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bills reach the debate stage than the house can dispose of conscien- 
tiously. Sometimes the sentiment prevails that practically all de- 
serve a fair trial on their merits before the assembled house.7! This 
shy attitude assumed by committees towards negative reports con- 
stitutes an evasion of an obligation. At the 1915 session the com- 
mittees of the Ohio Senate killed but 26 per cent of bills introduced 
in that body, while only 49 per cent of House bills met their fate in 
the house committees. In Indiana and Kansas less than 50 per 
cent were stifled in committee and in Michigan less than 40 per 
cent.” The percentage of committee executions to total number 
of bills considered in New York averages about thirty-five in the 
Assembly and thirty in the Senate.” The lower house in Illinois is 
&n exception, for &t the 1915 session committees checked more than 
75 per cent of the bills referred to them. The full significance of 
committee slackness is clear when 1t is remembered that it means 
that each house has on its calendars from four hundred to fifteen 
hundred bills which presumably must be debated and disposed of in 
addition to those which come from the other branch of the legisla- 
^ “ture. Under these circumstances, the raison d’être of the steering 

committee is obvious.” l 

Steering committees vary widely in the several commonwealths. 
In some they are a mere servant occasionally employed as a means 
by which the house can more readily express its will. In others 
they are in fact masters of the legislature’s destiny, in which case 
they are often called sifting committees. Steering committees 
exist in the most innocuous form in those states in which the func- 
tion rests, as it does in Congress, with the regularly appointed rules 
committee, which may report a special order to facilitate the prog- 
ress of a measure. If they are sensitive to the will of the house they 
merely construct an expeditious plan by which legislative business 
may be advanced without undue obstruction. They therefore 
introduce elasticity into the daily program by proposing special 

In South Dakota all bills except those of the most trivial character are 
reported favorably from the committees. (Statement of Dr. Doane Robinson, 
State Historian.) i 

n Compiled from indices of the several journals of 1915. 

n Colvin, “The Bicameral System,” pp. 77 et seq. 

^ Committees deal more gently still with bills from the other house. In Ohio 


scarcely 20 per cent of Senate bills failed in house committees, and but 7 per cent 
of House bills in senate committees. 
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orders altering the regular routine of business, since the house is 
able with the help of the rules committee to suspend the regular 
order of business without the delay necessary if & member in his 
individual capacity should propose the same. In Pennsylvania 
and Massachusetts reports by the rules committees are unusual, 
must be confined to a single measure, and must be adopted by a 
majority vote. The California House retains its control over 
"rules" by requiring & two-thirds affirmative vote to adopt any 
modifications brought in by this committee. On the other hand, 
the Illinois House has gone to the opposite extreme by providing 
that any special order proposed by the rules committee stands unless 
overthrown by a majority of all members elected, and the same 
is true of New York. The rules committee thus becomes a very 
powerful group. 

Several states have gone further than & mere steering com- 
mittee, which controls discussion occasionally when time is precious, 
by creating what is known as a sifting committee to determine what 
measures shall be discussed on the floor. The latter is made the 
custodian of practically all bills, the house restricting itself to those 
measures which it submits. Usually towards the close of the session 
the practice is to adopt & resolution by whichjthe make-up of the 
daily calendar is delegated to a committee. All bills accordingly 
owe their advancement to this committee, the house having vir- 
tually surrendered its selective power. The Washington House 
gives complete control of the calendar to a sifting committee which 
takes charge the first week of the session. In Montana after the 
fortieth day the steering committee reports the order of considera- 
tion of all bills as they come from committee. Even broader are 
the powers of the calendar committee of the Kansas House, for not 


75 The rules committee of the New York Senate has in the last few years as- 
sumed this function when the minority has proved obstinate. The first time that 
it interfered in the order of business seems to have been at the session of 1897, 
when a special order limiting debate was brought in. The point of order that the 
proposed change would require one day’s notice was not sustained. From this 
the power of the committee soon extended to reporting special programs for the 
progress of a measure. 

For an account of the evolution of the Rules Committee in Congress see 
Alexander, "History and Procedure of House of Representatives,” Chapter X, 
and 4 Hinds 3152, et seg. " 

6 House Rule 12. 

™ Montana H. J., 1915, p. 353, and statement from State Library. 
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only does it arrange bills on the calendar but the “fixing of times 
for the consideration of bills" is entrusted to it.78 In Missouri and 
Nebraska the sifting committees name only those bills which take 
precedence on the calendar,?® and at the last session the Missouri 
committee was restricted to naming for advancement five general 
bills and sixteen private bills daily. Formerly the number had 
been unlimited.9 The power of the sifting committee of the Iowa 
House has been similarly reduced at the last few sessions by exempt- 
ing from their authority appropriation bills, special orders and bills 
already on the calendar when the committee takes charge. As 
pointed out in a recent study of the Iowa Legislature these restric- 
tions make the committee an agency for preventing rather than 
promoting legislation in that it customarily holds bills until with- 
drawn by the House. The House does its own selecting through 
the power to make any measure a special order. 

A most extreme example of a sifting committee bas been de- 
veloped in the New York Assembly through the augmented power 
conferred upon the rules committee throughout the last days of the 
session. The system is so notorious that a brief review of its de- 
velopment may be of interest. 

As early as 1832, a committee of nine was created with unusual 
selective functions. It could by unanimous vote refer a bill await- 
ing action by the committee of the whole to a select committee to 
report complete, t.e., ready for final passage, and in this manner a 
bill might escape debate until it eame up for final vote. This, how- 
ever, does not constitute an exact precedent for the present rules 
committee, for as yet standing committees had not been developed 
to remove unworthy measures from consideration by the house. 
The purpose was merely to relieve the calendar of the committee of 
the whole upon which were placed all bills introduced by private 
members, but nevertheless the arrangement did not escape criticism. 
In 1857 the select committee on rules deprecated the practice and 
condemned the transaction of business through ‘‘guiding com- 


. ™Kansas H. J., 1915, p. 540, Resolution 37. It is common for the com- 
mittee to limit debate to twenty minutes on one measure. 
79 Missouri H. Res. p. 884, Journal 1915. Statement of Nebraska Legisla- 
tive Reference Bureau. 
s Missouri H. J., 1913, pp. 1301-1308. 
8! Shambaugh, “Statute Law Making in Iowa," pp. 545 et seq. 
9 Assembly Journal, 1832, p. 363. 
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mittees” as fruitful of hasty, improvident and fraudulent legisla- 
tion.® 

But the pressure on the calendar increased and in-1872 a com- 
mittee was created with power at any time to report bills of a general 
nature, which were then placed upon a preferred calendar having 
precedence over unfinished business.“ This special privilege was 
denied at the next session, but in 1886 a new committee became the 
recipient of the old power.® The latter committee was abolished 
in. 1890 to be followed by the all-powerful rules committee of 1892. 

In the session of this year the rules were amended to provide that 
all motions to make a bill a special order, or to suspend the rules for 
the purpose of reading a bill out of its regular order, be referred to 
the committee on rules. This committee was empowered to report 
at any time and its decision was final unless overthrown by two- 
thirds of the members present. The next year the exercise of this 
unusual power of determining what measures should be promoted 
was restricted to the last ten days of the session,?' and this time 
limit remains today. The number required to overturn a report 
of this all-powerful committee was reduced in 1900 from two-thirds 
to a simple majority vote, but nevertheless its judgment remains 
wellnigh final since the program which it presents is in practice 
never overthrown. When it is also remembered that it requires a 
majority of all the members elected to instruct the rules committee 
to report, its obstructive authority during the last days of the ses- 
sion, as well as its power to accelerate, is seen to be immense. Fur- 
thermore the time in which “ Rules" is in the saddle is invariably 
extended beyond the prescribed ten days by the simple precaution 
of setting a day for adjournment ahead of the date on which the 
legislature’s business can possibly be completed.*? 

It is the custom in New York further to strengthen the position 
of this committee by a resolution towards the close under which all 
matters pending before the various other committees are referred 


® New York Assembly, Document No. 7, 1857. 

& New York Assembly Journal, 1872, p. 603. 

** New York Assembly, Document No. 5, 1887. 

8$ Assembly Journal, 1892, p. 484. 

*' Assembly Journal, 1893, p. 2002. 

st New York Assembly, Rule 24. 

% In 1911 the rules committee was in charge from PRA 8th to October 6th. 
As a rule it governs for a month each session. 
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toit. 'Thenceforth “Rules” may be said tc be the only committee 
functioning. As bills in its possession are reported out, they are 
made special orders on second and third reading. 

It would be hard to imagine a method by which a house could 
more completely subject itself to the control of three members and 
the speaker, who is ex-officio chairman of '' Rules,” and still retain 
the form of a freely deliberating body. From the very beginning 
the committee seems to have abused its power, the spirit of the 
standing rules being wholly repudiated. Bills from the bottom of 
the calendar were moved to the top without attracting the atten- 
tion which would have fcllowed a motion put to the house. The 
fate of all measures fell immediately into the hands of these men, 
and although “Rules” quickly began to monopolize the time of the 
Assembly, it did not act with the discretion which would have served 
the end advocated, viz., the advancement of important business 
which otherwise might never have reached final action.” ' The 
completeness with which individual members surrendered them- 
selves to the party bosses appears from the two-thirds vote neces- 
sary, until 1913, to instruct ‘‘Rules” to report. But even under 
the modified rule of a simple majority the committee is rarely com- 
pelled to act, and probably the first instance in which this was ac- 
complished occurred on the closing day of the 1912 session after a 
majority of members had informally petitioned the committee to 
release the bill in question ?! 

The rules committee of the New York Assembly does not re- 
lieve the congestion of the closing hours of the legislature. If it did 
there would be some justification for its existence. Its influence 
extends far beyond a mere selection of measures to be taken up by 
the Assembly, for by careful managing it can secure the passage of 
measures during the final rush which would meet with certain de- 
feat in the earlier stages of the session, and refusal to report a meas- 
ure assures its destruction. Enjoying as much parliamentary power 
as the English cabinet, the rules committes nevertheless escapes any: 
measure of responsibilitv before the people. The nullification of 
its present broad functions by confining them to the preparation of 


* The rules committee was criticized severely for its work in the first session 
in which it enjoyed its presert power. See Annual Record, issued by City Re- 
form Club, New York, 1893. 

* Report of Citizens Union—New York City, 1912, p. 7. 
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proper rules for the government of the Assembly would be a signal 
reform. It would require the legislature to take stock all along the 
- line and might prove the first step towards efficient legislative 
methods in the earlier days of the session. 

The existence of a sifting committee isevidence of the breakdown 
of the other legislative facilities for eliminating worthless measures 
and bringing worthy measures to final passage. If standing com- 
mittees would fulfill their duties and the house were to exercise dili- 
gence in clearing up its calendar daily, a steering committee might 
survive for emergencies, but the excuse for a sifting committee 
would have vanished. Reliance upon a sifting committee decreases 
the sense of responsibility of other committees in reporting ad- 
versely. To counteract this influence the legislature of South 
Dakota abolished sifting committees entirely and passed resolutions 
to clear the.calendar each day.?: l 


t Legislative Reference Bureau of South Dakota, in reply to Nebraska 
Questionnaire of 1013. 


CHAPTER V 
PASSAGE OF BILLS 


Having followed the course of legislation from introduction 
through consideration by committee, we must now examine the 
manner and means by which the legislature expresses its collective 
will upon measures which survive the selective powers exercised by 
standing committees. 

QUORUM 


It is a general principle of parliamentary law that a deliberative 
body cannot act without the presence of a quorum. ‘The constitu- 
tions of forty-two states in azcordance with common practice pre- 
scribe that a majority shall constitute a quorum. Indiana, Texas 
and Tennessee have placed the number at two-thirds. New York 
- requires three-fifths present when passing appropriation bills, and 
when levying a tax Vermort places the quorum at two-thirds. 
These provisions, however, are nullified by the general presumption 
that & quorum is present if no member raises the question, which 
often permits. the transaction of business by a small minority. 
Appropriation bills have frequently passed the New York Assembly 
with less than fifteen members present, although the journal showed 
that the constitutional majcrity voted in the affirmative. Ap- 
propriations have passed the Pennsylvania Senate with but 
two members present. In fact the practice of acting without a 
quorum is common to all our legislative bodies. The journals of 
course do not disclose the absence of a quorum and the courts will 
not admit evidence to impugn them.? It is but fair to note, how- 
ever, that such practice is possible only by unanimous consent, for 


1 Report of a Committee cf tha Citizens’ Union, 1913. New York Hrening 
Post, November 22, 1913, states that appropriations aggregating $2,000,000 passed 
the Assembly with stx members in place. 

2 See Auduor-General v. Boord, 89 Mich. 552. A resolution unseating one 
member and seating another was not invalid because of no quorum present since 
the journals did not disclose that enough members had been excused to kill the 
quorum. The presumption of 2 quorum was not rebutted by affidavits and pro- 
testa spread on the journal at a later date. 


[63] 


64 The Annals of the American Academy 

it is always within the province of any member to raise the «question 
of no quorum. The mere threat to raise the point of order of no 
quorum is sufficient to postpone further consideration of the specific 
question under discussion. The business of the house, however, is 
not seriously interrupted for it at once proceeds to other matters. 
If opposition to any measure has been registered beforehand no 
action is usually attempted in the absence of a quorum. -For exam- 
ple, the Illinois House customarily devotes Mondays, when a full 
attendance is hard to get, to measures on the calendar to which no 


objection has been expressed. It must be clear, therefore, that in 


view of the ease with which a single member can obstruct the trans- 


action of business in the absence of a quorum, proceedings under ` 


such conditions are nothing else than action by unanimous consent. 


PRINTING OF .BILLS 


Before a measure comes up for consideration by the assembled 
house it is usually printed and placed on the desks of the members. 
A few southern states alone remain exceptions) Printing before 
final passage is mandatory under the constitutions of sixteen states; 
but three of these, Idaho, New York and Virginia, dispense with it 
in urgent cases. Asa matter of fact, bills are printed on introduc- 
tion in approximately two-thirds of the states, and in the remaining, 
with the exception_of the southern states noted above, upon the 
favorable report of a committee. 

The advantage gained by printing all bills on introduction is 
of doubtful value. ‘Maine, Michjgan and Minnesota are the more 
important states whose legislatures, unless by special order to the 
contrary, print only bills reported favorably from committee. The 
expense of printing is thus reduced, ‘and above all, the files of 
members are not crowded with measures which will never come up 
for consideration. ‘The bill in the hands of the members is cor- 
rected to include the amendments added by the committee, thus 

3 In Alabama, Georgia, Mississippi and North Carolina bills are rarely printed. 
Rule XX of the Pennsylvania General Assembly of 1776 permitted na debate on 
first reading, and ordered bills to lie on the table for the perusal of members, for- 
bidding any member to take them from the house. In such times the reading of 
the text of a bill was a real gervioe. 

t Index-Digest, State Constitutions, pp. 842, 843. Four states forbid con- 
sideration before printing. This has been-held only to require printing before 
the bill is debated. (Massachusetts Insurance Co. v. Trust Co., 20 Colo. 1.) 
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bringing the printed copy more nearly into its final form. Of course 
bills of exceptional interest may be printed on introduction by special 
order of the house.’ The Pennsylvania House has adopted a work- 
ing compromise by which bills on introducticn are printed on pink 
paper. This copy does not go on the desks of members to congest 
their files, but may be secured if desired at the office of the sergeant- 
at-arms. As bills are reported (very few are reported unfavorably, 
rather are they allowed to die in committee) they are printed on 
white paper and placed in members’ files. In this connection it 
may be noted that Connecticut has taken a step towards differ- 
entiation between special ani general laws by requiring that the 
former be printed at the expense of the petiticner who must in addi- 
tion pay a fixed fee. The New Jersey Assembly and the two Houses 
of Rhode Island also provide by their rules that the cost of printing 
special bills must be borne by the applicant.’ 


READINGS 


Parliamentary common law prescribes that each bill shall 
receive three readings before it shall be brought up for final passage. 
These stages in the progress of a measure antedate the use of the 
printing press, when copies were written out in long hand and read 
for the information of the members. But ths necessity for reading 
&t length no longer exists and readings are today of no significance 
other than to mark successivo steps in the acvancement of a meas- 
ure, each one being a device to secure adequate delay. Provisions 
regarding the reading of bills occur in thirty-six state constitu- 
tions, thirty-four requiring three readings, twenty-five specifying 
that they be on three different days, and three that not more than 
two readings shall be on the same day. Thirteen states permit the 
requirement of readings on separate days to be relaxed somewhat 
by a vote larger than a simple majority, although in five the vote 
upon the question of urgency must be by ayes and noes, and in two 
it must be entered on the journals. The mandate which compels 


* In Maine one-third more are introduced than are printed; in Michigan and 
Minnesota about 50 per cent of those introduced are printed. 

5 General Laws of Conn. (1902), $4 32, 10. 

' New Jersey Assembly Rule 49; Rhode Island Senate Rule 34, Assembly 
Rule 38. 

* Index-Digest, State Constitutions, pp. 840-842. In Georgia bills must be 
read on three separate dAys unless in case of actual invasion or insurrection, 
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three readings on different days is salutary as contributing to dis- 
courage hasty passage, and, when absolute, tends to lighten the 
pressure during the last three days by preventing the introduction 
of measures at this time. Where the requirement is not absolute 
it may be of little effect through the habit of granting unanimous 
consent to its suspension. 

Ordinarily first reading is merged with the announcement of 
introduction, but if the constitution prescribes absolutely that 
there must be three readings at length, first reading usually does 
not come until after favorable report by a committee. Thus in 
Pennsylvania and Illinois the reading by title on introduction does 
not count as a constitutional reading, and an additional step equiva- 
lent to an additional reading is made necessary. West Virginia 
escapes this extra stage through & provision which allows the sus- 
. pension of the constitutional prescription of three readings in full 
by an aye and no vote entered upon the journal. Rather than 
read the bill in full on first reading the house regularly records an 
aye and no vote on a motion to suspend. ‘This is a useless formality 
and would consume an inordinate amount of time were the roll 
actudlly called. 

As pointed out in the chapter above, the custom of giving two 
readings before reference, still obtaining in some legislatures, is a 
mere survival and is indefensible now that no debate is held until 
after report back by a committee. Today it is generally consid- 
ered bad form to begin an attack upon a bill before the debate stage 
following committee report. If two readings are had before refer- 
ence, debate occurs normally at the report stage when the question 
is either on accepting the report of the committee, or, this being 
perfunctory, upon ordering the bill to a third reading. Thus is 
added virtually a fourth reading without increasing in the least 
the opportunity for deliberation. Massachusetts and Maine also 
add a fourth stage but one that serves a somewhat different pur- 
pose. At third reading the question is put on passing the bill to 
engrossment after which it is.sent to the other house for concurrence. 
There having “passed to be engrossed” it is returned to the house 
of its origin where it is “passed to be enacted” and sent again to 
the other house likewise to be ‘‘ passed to be enacted” or rejected. 
Final passage is thereby separated distinctly from the preceding 
stages, a procedure forbidden by the Constitution of New York, 


f 


Procedure in State Legislatures 67 


which compels the final vote to be taken immediately following 
third reading. The virtue of the Massachusetts plan is that no 
temptation exists to slip in smendments at the last moment since 
both houses have approved the measure in its final form at the 
“passed to be engrossed” stage. Obviously the Massachusetts 
practice eliminates the evil which caused New York to merge third 
reading and final passage, vz., the postponement of final passage, 
after reading a bill a third time, to a preconcerted hour when it 
could be forced through by log rolling. The sense of the house is 
expressed when the bill is ordered to engrossment, and final passage 
is merely an opportunity for the expression of a more mature judg- 
ment after the other house has acted.!° In other states the vote 
on passage usually follows immediately upon third reading although 
they are separate orders of business and although occasionally final 
action may be postponed, perhaps to secure the attendance of more 
friends of the measure. 

The constitutions of five states provide for reading of measures 
at length after passage and b»fore signing by the presiding officer.!! 
The purpose is to guard against alteration at the last moment of the 
official copy of the act, either through fraud or error. Although 
experience has shown that constant vigilance alone assures a cor- 
rectly enrolled act, the utter futility of any provision regarding 
reading in full is self-evident, since only a pretense is made at ful- 
filling the constitutional mandate. Even before the reading clerk 
is well started, impatient members interrupt by cries of “Aye, aye." 

The framers of our state constitutions seem generally to have 
considered the reading of bills at length to the assembled house as 
an effective aid to good legislation. Today twenty-six constitu- 


° Amendments are forbidden efter engrossment, and the copy upon which 
the final vote is taken becomes the official copy of the act. Senate Rule 49, House 
Rule 53. An examination of the journals will show that a bill approved by both 
houses at the “passed to be engrossed” stage suffers little danger at the “passed 
to be enacted” stage. 

1° Tt is true that no calendar is kept in Massachusetts of bills on final passage 
but the speaker will give notice to any member of the time at which a certain one 
is to come up. Frothingham, "A Erief History of the Constitution and Govern- 
ment of Massachusetts," p. 117. 

n Kentucky, New Mexico, Alebama, Oklahoma and Louisiana. In Ala- 
bama and Oklahoma, two-thirds mry dispense with it, and it is not required in 
Louisiana unless five request it. Irdex-Digest, State Constitutions, p. 842. 
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tions specifically require that bills be read in full at least once before 
final passage, although two, Ohio and Virginia, permit the man- 
date to be suspended in cases of urgency. Fifteen of the above 
require three readings at length. Of the latter, eleven constitutions 
permit one or two full readings to be dispensed with, but in four 
the provision is inflexible. Such prescriptions betray in the minds 
of their authors a wholly unscientific knowledge of human psychol- 
ogy. It is difficult to believe that even a most sympathetic imagi- 
nation could have visualized a legislature sitting through a single 
afternoon, earnestly attentive while bill after bill was read in their 
hearing. The time which would thus be consumed alone renders 
compliance with the constitution impossible. Many bills are long , 
and technical and their reading aloud could serve no useful purpose. 
A recent chartering bill in West Virginia covered 247 pages, and an 
honest reading would have been g sheer waste of precious time. 
Usually the clerk reads the title and perhaps a few words of the text, 
consuming but a fraction of a moment although the journal will 
show & reading in full.” 

i The house, however, will usually recognize a demand that 
the bill be read in, full as the constitution requires, a concession 
which lends itself easily to obstructive tactics, since it is easy for a 
minority wishing to delay action to demand their constitutional 
right. Although no constitutional mandate to read bills in full 
exists in New York, the Senate oi that state was accustomed to 
grant such demand until the session of 1915 developed an extraor- 
dinarily obstinate minority. As a consequence the point of order 
was sustained that the right to call for reading at length could be 
exercised only in the committee of the whole upon the second read- 
ing of the bill. The way henceforth is opened to defeat such dilà- : 
tory methods at the beginning, although the minority loudly pro- 
tested that their constitutional guarantee was being violated. 


1 See article “Improvement of Legislative Methods and Procedure" by Ches- 
ter Lloyd Jones in Proceedings of the American Political Science Association, 1913- 
1914, p. 191, for the experience of several states with the constitutional provision 
under consideration. More complete returns collected by the Nebraska Legis- 
lative Reference Bureau bear out the conclusion that the requirement is not only 
futile but harmful. 

u Senate Journal, 1915, p. 936; and New York Times April 2, 1915. 

4 Mr. 8. B. Scott in his forthcoming book on Pennsylvania state government 
gives a highly entertaining instance in which the power to demand reading in 
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DEBATH 


It is common knowledze that our state legislatures are no 
longer deliberative bodies and that there is little real debate on the 
floor. Debate, such as it is, generally occurs when the bill comes 
up the first time after favorable report by committee. This is on 
second reading, unless it is the custom to give two readings before 
reference, in which case opportunity for debate upon the merits of 
the measure arises on the question of adopting the report or order- 
ing the bill to third reading. The practice of some legislatures 
provides for no real debate until third reading, and consequently 
all discussion must immediazely precede final action. The custom 
of a majority of the legislatures, however, is to pursue a less sum- 
mary course by separating debate and final action. The debate 
stage being the normal time for introducing amendments, members 
have an opportunity to exp-ess a more mature judgment when the 
revised measure comes up kater for final passage. Second reading 
therefore is usually the crucial period in a bill’s history and unless 
it is of special political significance, third reading, which gives an 
excellent opportunity to debate the merits of the amended measure. 
is as much a matter of routine as the first. In keeping with Massa- 
chusetts’ unique procedure, only a few bills are discussed at second 
reading, debate being held at third reading upon the question of 
engrossment. As noted above, final passage is postponed until the 
other house has concurred im the order to engross. 

Most legislatures permit bills to be taken up by sections at the 
debate stage. As each section is considered amendments may be 
proposed, and it is wel. that here the house should move deliber- 
ately. If reading by sections is postponed until third reading, 


full was invoked as a dilatcry measure. Third reading of a bill covering fifty- 
two closely printed pages cf three columns each in the record was demanded. 
The clerks became exhausted ard members were summoned to take their places 
while kindly persons insisted that the reading be louder and more distinct, in 
order that they might follow it cn their files. Finally a reading squad was organ- 
ized to read several portions of the bill simultaneously and the majority felt that 
they had fulfilled the letter of tha law. In all about four hours were consumed. 
‘Alabama, Connecticut, INinois, Iowa, Louisiana, Kansas, Ohio and the 
Dakotas report that debate is ccmmonly delayed until third reading. In Kansas, 
however, many measures ace discussed in committee of the whole, which is the 
second reading stage. Measures which eseape the committee of the whole are 
not debated until third reading. ps 
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errors which would otherwise have been disclosed at an earlier time 
are not discerned until it is difficult to rectify them. Yet strangely 
enough, the ten states, which by constitutional mandate prescribe 
but one reading in full, specify that it shall be the last.1® 


Tas COMMITTEE OF THE WHOLE 


At one time the committee of the whole, which furnished such 
excellent facilities for discussion, was a part of the normal proce- 
dure, but the general spirit of speeding up today pervading legisla- 
tive halls has worked for its downfall. It is not recognized by the 
rules of the New York Assembly, while in the West Virginia Senate 
there have been but two committees of the whole in the last twenty 
years, and in Massachusetts but.one in the last twenty-five years.’ 
The rule of the Pennsylvania House requiring the committee of the 
whole on all measures i3 invariably suspended by unanimous con- 
sent. With monotonous regularity the journal records, “the rule 
requiring bills to be considered in the committee of the whole being 
in this case dispensed with." Elsewhere, however, the rules generally 
provide merely that the committee of the whole may be ordered 
upon a majority vote, a privilege, it may be repeated, availed of 
but little. Where its use still survives the procedure is for all bills 
favorably reported by committees to go on the calendar of general 
orders and for the house to go into the committee of the whole auto- 
matically when this order is reached in the daily program. Kansas,. 
Michigan, Montana, Nebraska and Oklahoma may be mentioned . 
as making general use of this form of organization. 

The advantages of the committee of the whole are such as to 
have started & movement for a general return to its employment. 
In it the restrictions of formal debate are thrown aside, and although 
the personnel of the members does not differ from that of the house, 
they come to it in a different frame-of mind. Its purpose is frank 
discussion and deliberation. The committee of the whole may 
hold a public hearing; as for example, at the hearings in 1915 by 
the Illinois Senate upon the bill to abolish capital punishment 

16 Index-Digest, State Constitutions, p. 842. 
17 Statements in reply to the Nebraska Questionnaire. A motion to go into 
‘committee of the whole in order to hear testimony concerning a proposed railroad 


measure was defeated by an overwhelming vote. Massachusetts House Journal 
1915, p. 1212. 
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the Governor and others appeared, addressed the Senate, and were 
in turn questioned by members.!? In this connection it may be 
noted that Wisconsin, whose rules permit the committee of the 
whole upon a demand of one-sixth, is taking greater and greater 
advantage of this more or less informal organization by summoning 
administrative officials before it. Such procedure is also valuable 
in the consideration of money bills, which should be taken up item 
by item. "The Illinois House in 1915 adopted a practice frequently 
followed in Kansas and Oklahoma, by which bills at introduction 
may be referred by the speaker directly to the committee of the 
whole; the idea being that upon some bills it would be well if mem- 
bers were uninfluenced by tke action of a committee. The rule in 
Illinois has been of no effect because the privilege of reserving bills 
for eonsideration by the whole house has been rarely exercised. 

The possibility of abuse of the committee of the whole, which 
has done much to bring it into disfavor, lies in the absence of any 
record of proceedings therein and in the disposition of the house to 
sanction, without a roll call, the adoption of amendments reported 
therefrom. The general parliamentary principle that the ayes 
and noes cannot be demanded in this committee is reénforced by 
specific rule in many states. In a few cases, however, some record 
is preserved. In Maine, Llinois and Pennsylvania a report of 
debates appears in the szenographie record of all proceedings, al- 
though there is no way of getting the members’ votes on record, 
and in none of these is a committee of the whole more than-a very 
occasional occurrence. «A small fraction of the committee of the 
whole may demand a roll call in Kansas, Kentucky and Nebraska 
but common practice neglects the call for the ayes and noes.’ 
Louisiana seems to have been the first to require a complete record 
of action of this committee to be entered on the journal as are other 
proceedings of the house,?° and the Arizona Senate alone has fol- 
lowed her example. Where the constitution requires three read- 


18 Illinois Senate Debates, 1915, pp. 442 et seq. 

1 In Kansas and Kentucky twenty-five may demand a roll call, and in 
Nebraska ten. 

20 House Rule 67. An examination of the journals of Louisiana reveals that 
this is usually observed. 

11 Statement of the late Senator Cunniff of Arizona. 
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ings of bills, consideration in committee of the whole is counted as 
the second reading, although this was not true formerly.” 


CONTROL OVER DEgBATE—ÜBSTRUCTION 


Control over debate is always possible for the lower house 
through the simple expedient of the previous question. The usual 
practice of the upper houses likewise permits debate to be closed 
by this means, although certain restrictions may be enforced, such 
as the condition that more than one member must second the mo- 
tion. In Connecticut, Massachusetts, New York and Vermont 
the previous question in the Senate is not in order. This does not 
mean, however, that cloture may not prevail. On the contrary, in 
the Massachusetts Senate debata may be closed under the rules 
one hour after the adoption of a motion to that effect, and on this 
motion not more than ten minutes can be consumed in debate.* 
In the New York Senate the president must recognize a member 
who wishes to move to close debate after the measure has been 
before the house for six hours. This rule was adopted after experi- 
ence had persuaded the members to surrender their senatorial 
privilege of unlimited debate, but immediately was rendered inef- 
fective through a ruling by an unsympathetic president that the 
time for debate might be extended by offering a substitute measure, 
which constituted a new and independent proposition. To escape 
this impasse the rules committee began to report special limita- 
tions upon debate, and cloture in the Senate became an accepted 
fact." In 1915, following a series of obstructive tactics by the 
minority, a resolution was passed to extend throughout the session 
which, although not authorizing the previous question, accomplishes 
the same result. A motion to close debate could be moved at any 


2 Sustained in In re Reading of Bill, 1 Colo. 641. 

33 In the senates of Virginia and Wyoming three are necessary to demand the 
previous question. In Pennsylvania, four, and in Delaware, five. 

^ Senate Rule 47. Adopted in 1882. 

Adopted in 1804. S. J. pp. 125, 196. 

3 S, J. 1804, pp. 191, 196 et seg. The chair was able to defeat the will of 
the majority by refusing to consider an appeal from the decision on the ground 
that no question of order waa involved. 

a B. J. 1897, p. 1326. This is believed to be the first instance. ‘Debate was 
limited to two hours, 
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time, and when carried, shut off debate immediately; members 
were allowed but two minutes on roll call to explain their votes.?? 

The Georgia Senate while permitting the previous question 
has placed unusual restrictions in its way by requiring a majority 
to sustain the call for putting the motion, a motion to adjourn or to 
lay on the table being in order before the question on closing debate 
is taken, and by further prescribing that no senator before yielding 
the floor shall submit any motion the effect of which shall be to 
prevent further debate? Thus the custom, widely practiced in 
the Illinois Senate, of making a motion and in the same breath 
moving the previous question upon it is impossible. In the Illinois 
Senate it is not unusual Zor one to move that a bill be taken up on 
third reading and final passage out of its order and immediately to 
move the previous question. This objectionable procedure pre- 
vents any debate whatever upon the measure since the earlier stages 
were passed perfunctorily, all discussion having been postponed 
until third reading. It will be seen from the foregoing that the 
dignity of the upper houses of our legislatures no longer demands 
freedom of unlimited discussion and that the means of checking 
long-winded tactics are universally at hand.*° 


28 S. J. 1915, pp. 933, 934. Not even quesiions of personal privilege were in 
order after the motion to close was carried. P. 1160. 

29 Senate Rules 59, 122. 

1^ The development of the previous question as a means of suppressing debate 
and bringing the house to an immediate vote upon the matter at hand was thor- 
oughly reviewed in a discussion in the Fourteenth Congress (January 19, 1816) 
upon a motion to expunge tha rule which permitted it to be invoked. Wiliam 
Gaston pointed out that it was originally used in Parliament to postpone the 
putting of the question when a decision at the time would be embarassing or inju- 
rious, owing to the delicate rature of the subject. Ii the previous question was 
carried, discussion of the mam question was suspended and debate turned to the 
propriety of taking a vote on the main proposition. “Its purpose was not to 
suppress unpleasant discussion but unpleasant decision.” The question then put 
was, “Shall the main question be now put?" (5 Hinds 5443, and for Parliament 
May, p. 209.) Today it is stated negatively in Parliament, nz., “That the ques- 
tion be not now put," because of the similarity of the old form to the eloture mo- 
tion now in use. (May, p.289.) Unlike the experience of American legislatures, 
development of cloture in Parliament did not proceed from an abortive use of the 
previous question, where such motion still retains its early purpose. 

The previous question was first invoked to shut off debate in Congress on 
December 15, 1807, on which occasion, however, the speaker’s decision, that the 
question decided in the affirmative precluded further discussion, was overruled 
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Obstruction in the state legislatures is further made difficult 
by the general adoption of time limits upon speeches, which are 
either incorporated in the rules, as in the Illinois Senate and House 
and the New York Assembly, or are more commonly enforced by a 
resolution passed about the middle of the session. In this manner 
Massachusetts has placed the limit at ten minutes, Kansas at fifteen, 
and the New York Senate at five. Obstruction has but rarely 
presented a troublesome problem in the state legislatures since 
both majority and minority are anxious rather to speed up legisla- 
tion than to impede it. Vigorous use of the previous question plus 
the operation at times of a steering committee with power to restrict 
incidental motions has been generally effective against efforts of the 
minority to impose its will upon the majority. Following congres- 
sional practice, speakers refuse to consider dilatory motions, even 
going so far as to deprive a member of the floor if he is not using 
his time in good faith.® 


by a vote of 103 to 14, which judgment was affirmed later on December 1, 1809, 
by a vote of 101 to 18. But on February-27, 1811, the House reversed itself dur- 
ing the debate on the Non-Intercourse act by ruling that the previous question 
did shut off debate. This ection was taken during the last days of the session 
when time was precious. It is clear that the previous question was not called in 
through misunderstanding as to its accepted use, the speaker’s decision in accord- 
ance with the precedents established on the two earlier occasions being overruled, 
but because it seemed to furnish & convenient instrument of cloture when one 
. was sadly needed. In England, however, the question of cloture was fought out 
on its own basis, a distinct procedure being constructed for the purpose. (See 
Redlich, vol. 1, pp. 137 ei seq. and voL II, pp. 227 et seg. For a complete history 
of the previous question in Congress see b Hinds, ch. CX X) 

Cloture was not admitted in Congress without a severe struggle, and al- 
though no precedent could be found in Parliament, one at least existed in the 
rule of Pennsylvania Colonial Assembly (Rule XVII in 1770), “If at any time a 
debate prove tedious and four members demand that the matter be put to vote, 
speaker shall not refuse it." McConachie, “Congressional Committees," pp. 
23, 24, states that this rule frst occurs in 1703 and that a rule authorising the 
speaker to atop superfluous and tedious debates appeared as early as 1682. 

z Tn Illinois Senate and New York Assembly under the rules a member may 
speak fifteen minutes; in the Illinois House thirty minutes, and in the Washing- 
ton House only ten minutes. For resolutions limiting debate see Massachusetts 
House Journal, 1016, p. 198; Kansas House Journal, 1915, p. 28; New York 
Senate Journal, 1915, p. 1588. 

2 Michigan House Journal, 1901, p. 1234. The old procedure of demanding 
roll calls on amendments to the journal, sometimes employed before Roe 
Reed’ s ruling on dilatory motions, would be quickly suppressed today. 
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A unique method of obstruction was employed at the 1915 
session of the Illinois Senate, when a strong minority was seeking 
to prevent the naming of a rules committee until the results of cer- 
tain contested elections could be known. The scheme, which failed 
as a matter of course, was to offer amendments to the resolution 
naming the committee. Notice would then be given that the next 
day reconsideration would be moved of the vote by which the amend- 
ment was lost, which, the minority believed, delayed action upon 
the main proposition until the amendment was disposed of. The 
opposing view of the majority was that all ancillary motions are 
carried by the main motion and that a substitute cannot be used 
as a method of defeating the main question. Accordingly, the 
majority finally went anead and passed the resolution, later over- 
ruling the objection of the chair that the original motion was never 
passed while amendments were pending. The presiding officer 
was of the minority party end, as every minute was valuable in the 
race to control the make-up of the rules committee, the majority at 
the time had no hesitancy in overruling his decision. It was, how- 
ever, a doubtful parliamentary proceeding as the effect of a motion 
to reconsider is to susper.d the original proposition.» Alabama 
alone has guarded by rule against such a situation by providing 
that a motion to recorsider a subsidiary question cannot remove 
the main question from consideration but shall be disposed of at 
the time made.4 It may be pointed out that such a situation could 
not arise in those states which like Pennsylvania do not admit a 
notice of reconsideration. It is unreasonable, however, that the 
will of the majority should be defeated by such paltry means and 
the speaker would have been justified in ruling such conduct as 
dilatory. It is sufficient that an opportunity be given later to 
reconsider the final vote at which time amendments would be open 
for reconsideration also. 


SUSPENSION OF THE RULES 


But as has been already indicated the dangers in legislative 
procedure lie rather in the direction of too little discussion than in 
the direction of too prolonged debate. No rule is invoked so often 
as the one which permits dispensing with the rules so that bills may 


35 Hinds 5704. : 
4 House Rule 18. 
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be hurried through in several minutes. Only indeed where the 
constitutional requirement of readings on several days is absolute 
can undue haste be avoided; a two-thirds or three-fourths vote to 
suspend the provision being as easy to secure as a simple majority. 
Rarely is a division necessary to secure the requisite number, which 
is usually obtained by unanimous consent. Naturally the most 
frequent suspensions of the rules to expedite legislation involve 
local and obscure measures, for if any political importance attaches 
to the bill the minority will see that it takes the normal course. A 
member announces: ‘‘Gentlemen, this is merely a local measure, 
personal to me and my constituents and I ask to have it put on 
immediate passage." The house is not interested and is quite will- 
ing to act blindly upon the recommendation of the local member. __ 

The usual method of facilitating passage is simply to omit 
certain of the steps which a bill would normally take. It is not 
uncommon to advance bills, as they are reported from committee, 
to third reading subject to amendment and debate. In this man- 
ner they escape the customary debate stage, which occurs either at 
second reading or on the motion to accept the committee’s report, 
and pass finally without discussion. Another method of facilitating 
passage is to adopt-a motion to consider the second reading as the 
third and pass the bill at once,” or to order that a measure, reported 
from committee, be engrossed at the clerk’s desk and put on final 
passage.*? 

_ Unfortunately for the publie, the confusion of the closing hours 
is greatly intensified by indiscriminate suspension of the rules. 
Indeed where constitutional checks do not prevent, bills may be 
advanced from introduction to final passage in afew secends. Obvi- 
ously such proceedings nullify all checks and safeguards? In Del- 
aware the Senate will admit a bill on introduction, go into com- 
mittee of the whole, receive and adopt the report therefrom, read 
it a third time, and paas it as rapidly as the successive motions can 


% For the constitutional provisions which permit suspension of readings on . 


several days see, Index-Digest of State Constitutions, pp. 840-842. 

æ The practice in Washington. 

i'Ohio practice. Minnesota also frequently moves a bill from committee 
report to final passage in one motion. 

35 Kansas, North Dakota and West Virginia are the worst offenders. In 
West Virginia the ayes and noes on the motions to suspend the rules appear on 
the journals. 
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be put. Naturally separation of the several stages by several days 
does not guarantee deliberation or thought, but it does afford an 
opportunity for them and a chance for anyone who may be inter- 
ested to be heard, as well as for verification of the official, enrolled 
copy. : 

Investigation of the journals reveals that in most legislatures 
the majority of business of the closing days :s done under suspension 
of the rules. Only bills so favored ean secure attention. In the 
absence of a steering committee suspension of the rules to consider 
a bill out of its regular order is the house’s way of sifting legislation. 
Bills move from second to third reading and final passage without 
regard to the regular order and the calendar is thereby rendered 
futile3? Michigan and New York have sought to meet the evils 
of undue haste by the constitutional prescription that all bills be 
printed and in the possession of members, in Michigan five days 
before final action,*® and in New York three days in final form, thus 
rendering snap amendments impossible.! The rules of the New 
York Assembly further guard against surprise by the provision that 
& bill shall be on third reading calendar two days before being taken 
up unless it has been made a special order, in which case third read- 
ing is permitted to follow immediately upon second. Notice of the 
gpecial order, however, must &ppear on the calendar two days before 
consideration.? Suspension of this procedure is guarded against 
by the general requirement of one day's notice to suspend any rule.* 
Yet it is quite common for a member to secure unanimous consent, 
to put & bill on final passage immediately after the report of a com- 
mittee. It must be admitted, however, that the situation the last 
few days is relieved by the fact that the daily program is completely 
in the hands of the rules committee. 

Between a sifting committee easily amenable to the will of 
the house and the transaction of business under & general suspen- 
sion of the regular order there is & real choice. The advantage of a 
prearranged calendar which gives certainty as to what business 

3 Minnesota begins this early in the session. 

s0Art. 5, Sec. 22. 

“Art. 3, Bec. 15. Of course if the requirement of three readings on separate 
days is made absolute by the constitution, bills cennot be advanced in whirlwind 
fashion from introduction. 


4 Assembly Rule 12. 
Assembly Rule 56. 
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shall come up is wholly with the former. The Senate of New York, 
which uses a steering committee but little, preserves a semblance of 
regular order at the end by a rule that all bills must be referred to 
the committee of the whole before third reading.“ As the session 
draws to a close, “General Orders," the calendar of bills before the 
committee of the whole, is never reached in the day’s business. 
Consequently a measure must depend for advancement upon secur- 
ing unanimous consent to dispense with the committee of the whole 
and to order it directly to third reading. The task of objecting to 
such advancement for any measure is delegated to the majority 
leader by his party colleagues. The minority group for practical 
reasons find it to their advantage usually to remain in line and 
consequently a single man, the majority leader, determines the fate 


of the bulk of the measures which come up during the last days of | 


the legislaturé. The grip of the organization is further strengthened 
. by the-ruling that motions to discharge the committee of the whole 
must be made under the order of “Motions and Resolutions," an 
order seldom reached on the last days. It is therefore impossible 
for legislation unfavored by the organization to get a hearing. The 
minority must behave, since it has legislation on which it will ask 
unanimous consent, and it cannot risk discipline by the majority. 

A commendable reform would be to allow motions to discharge 
the committee of the whole under ‘‘Reports of Standing Com- 
mittees," which is reached early in the day's session. ‘General 
Orders” would then no longer serve as a graveyard for bills but 
rather as a depository for them until withdrawn by the senate using 
its selective power through its ability to discharge the committee of 
the whole from those matters which it wished to consider at the 
late date. A great many measures reported from standing com- 
mittees on the last few days escape consignment to “General Or- 
ders" by gaining unanimous consent to immediate advancement to 
third reading, there to await their turn on the calendar. If the 
sponsors are unwilling to have their measure lie on this calendar 
until it can be taken. up in its regular order, they move to suspend 
the obstructive rules in order that it maybe rushed through to 
final passage. Upon this motion, however, one day’s notice is 
required, and when the motion comes up at a later day members 


have an opportunity to defeat the rapid progress of the measure. . 


4 Senate Rule 18, 
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The point to be noticed is that by the practice of the New York 
Senate, few bills are rushed from committee through final passage 
without due notice to members, and to this extent it is an improve- 
ment over the haphazard methods practiced elsewhere. Occa- 
sional measures are rushec through by unanimous consent under 
a general suspension of all rules, but such cases are the exception 
rather than the rule. Although very autocratic, a more orderly 
system of selection prevails than in those legislatures which have 
developed no other sifting agency than business by unanimous 
consent. 
AMENDMENTS 


Notwithstanding how accurately and skilfully a bill may be 
drafted, ambiguities and inconsistencies may creep in due to the 
insertion of improper amendments. Accordingly, examination of 
all amended measures by an expert before they are put up for final 
vote is much to be desired, yet only a few states provide by rules 
for such revising process Colorado, Maine and Massachusetts 
have committees which revise bills before third reading and are 
authorized to correct inaccuracies, repetitions and inconsistencies. 
The actual work of course is done by clerks and everything depends 
upon the skill and experience of the clerical force. Wisconsin em- 
ploys a revision clerk in the Senate and a revision committee in the 
House to examine amendments while the bill is yet in the hands of 
the standing committee, and an additional committee on bills on 
third reading is mainteinei in both houses. The New Jersey House 
leaves it to the speaker to decide whether amendments shall be 
submitted to a committee on bill revision to see that they agree 
with the context. No bill can be reported from a committee in 
Connecticut until after it has received the approval as to form of 
the clerk of bills, who is always an official of several years’ experi- 
ence in legislative matters, having reached the position through 
systematic promotion. The committees on revision in New York 
and Massachusetts, autLorized to examine the grammatical lan- 
guage, correct typograpLical errors and make the bill accomplish 
the purpose intended, employ experts for the work. The work of 
the New York comraittse is somewhat weakened through their 
inability to report amendments; they report only recommenda- 
tions which do not force consideration as amendments would. With 
the exception of Massachusetts none of the above committees can 


4 
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effect changes in the legal sense. The revision committee in Wis- 
consin, however, may call attention to any change deemed advisa- 
ble as long as the proposed alterations do not affect the scope of the 
bill. The committee in Massachusetts may report as amendments 
changes in the legal effect. It will be seen that at best the legisla- 
tures have taken only half-way measures to assure that bills, per- 
haps admirably drawn for introduction, shall not be rendered ambig- 
uous, inconsistent and impossible through amendments which may 
be adopted. 

Yet regardless of how thoroughly measures are examined and 
corrected before third reading, if the way is clear to introduce amend- 
ments on final passage gross evils may result. It works out about 
as follows: ‘The clerk announces the reading of a bill; he bégins 
its reading, when a member offers an amendment which no one 


understands but himself and the amendment is adopted. The’ 


reading goes on and the bill is passed as amended. In the hurry 
and probable confusion of the moment, no one but the mover of 
the amendment may know exactly what it is or how it affects the 
nature and subject matter of the bill."9 It can be appreciated that 
members are loath to hold up amendments presented on third read- 
ing simply because they do not understand them. The course of 
least resistence is to remain quiet and acquiesce. Accordingly 
a prohibition upon all amendments on third reading was inserted 
in the New York constitution of 1894, which unfortunately has 
been construed to admit amendments until the final section of the 
bill has been read. Yet if amendments are adopted at this stage 
final passage is delayed by the constitutional mandate that all bills 
must lie printed in final form for three days on the desks of 
members. 
More than thirty legislatures forbid by the rules amendments 
on third reading. To amend a bill which has reached this stage it 
is necessary to recall it to second reading, adopt the amendments 
and advance it again to third reading. The spirit of the provision 
is violated by the practice of numerous legislatures which permits 


‘a motion that the bill be called back to second reading and recom- 
‘mitted with instructions to report certain amendments forthwith. 


5 From the speech of a member before the Constitutional Convention of 
New York, 1894. Record, vol. I, p. 479. 
. Art, III, Seo. 15. 


d 
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Without leaving his place ths chairman of the committee designated 
immediately reports the bill as amended and it is restored to its 
place on third reading. Otaer states either permit under the rules 
amendments freely on third reading or systematically violate the 
rules as do Kansas and the [Indiana Senate. 

The value of ordering & bill back from third to second reading 
in order to amend is therefore dependent upon the time which 
elapses before the amended measure comes up for final passage. 
If Ohio practice is followed, amendments on third reading (the usual 
time for amendments in Ohio) are referred 7o a select committee of 
one, the person proposing she amendment being named, who an- 
nounces immediately that 1e has amended the bill ag directed by 
the House, which acts on it forthwith. The measure then goes at 
once to final passage. Nozhing is gained oy this useless formula, 
since all the evils of hasty amendment and passage survive. But 
if the bill called back to second reading to amend comes up on third 
reading in the order that any bill does, if it is called back in fact so 
that it goes to the foot of the third reading calendar, members have 
time to come to an intelligent conclusion. : 

A more effective means of attaining the desired end occurs in 
the constitutional requirement that all emendments be printed 
before being acted upon.47 The experience of those states whose 
constitutions contain such »rovisions has been that, the temptation 
to passage the moment after amendment being removed, the rule 
which sends the bill back to third reading and compels it to come 
up In regular order on third reading has been observed in spirit 
instead of being suspended by unanimous consent. Of course cases 
have occurred in which the amendment was hastened to the 
printer and received back :n half an hour to be passed hastily, but 
as this involves considerable difficulty they are comparatively rare. 
Whether the mandate that all amendments shall be printed extends 
to those which merely strike out matter and propose nothing new 

“7 California IV, 15; Colorado V, 22; Idaho III, 15; Illinois IV, 13; Mis- 
souri IV, 29, 30; Nebraska III, 1; Pennsylvania LO, 4. Unfortunately this has 
been held in Colorado not to apply to &mendments recommended by conferénce 
committees. (Board v. Sirait, 86 Colo. 187.) It may be repeated that New 
York very wisely requires the printing of a bill in final form three days before 
passage. Missouri requires that all amendments be incorporated in the engrossed 
bill and the engrossed bill be printed. 

7 


82 The Annals of the American Academy 


has given rise to some doubt. but better opinion seams that printing 
anew is necessitated. Pennsylvania came to this view in 1913,48 
although earlier custom had been to put the bill on final passage at 
once. 

Amendments whether printed or not should be attached by 
responsible clerks to the copies of the bills on the files of members. 
A busy legislator should be able to refer easily to the whole measure, 
but has no time to clip amendments from the journal and paste 
them on a copy of the bill. Vermont makes this possible in a less 
satisfactory manner by printing on the calendar the citation to the 
page of the journal on which the IR UL may be found, None 
Massachusetts inserts it therein in full. 

Ámendments are usually disposed of without roll call mis 
the ayes and noes are demanded. Alabama is an exception to the 
general rule in that her constitution requires the names of all those 
voting to be entered in the journal.*? 

It is possible that & bill, passed by one house, might be com- 
pletely modified by amendments introduced in the other. "These 
amendments might then be adopted by the first house without a 
rolleall. The measure in its final form would thus escape a recorded 
vote in the house of its origin, although the constitution might 
require an aye and no vote on the passage of all measures. In 
order to render this practice impossible, the constitutions of seven 
States require that votes of one house on coneurring in &n amend- 
ment of the other be entered on the journal? Today, however, the 
constitutional prescription that final passage shall be by-ayes and 
noes entered in the journal has been generally interpreted to imply 
‘that, although a bill has once passed the house on a recorded vote, 
concurrence in amendments adopted afterwards by the other re- 
quires a similar vote.4 Thus it becomes impossible for either house 
to escape going on record on the measure in its final form. Indiana 
is an exception in that measures returned with amendments to be 


coneurred in do not come up & second time for final passage but are 


accepted: by a viva voce vote. 


4 Legislative Journal, 1913, p. 3632. 

1 Alabama IV, 64. Of course it does not follow that there is always a real 
roll call. 

s Colorado V, 23; Louisiana 40; Mississippi IV, 62; Missouri IV, 32; Penn- 
sylvania IIT, 5; Virginia IV, 5; West Virginia VI, 31. 

& The constitutions of three-fourths of the states contain this provision. 
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The prevailing practice in considering amendments made by 
one house to measures which have already passed the other lends 
itself to grave abuse through the power of the presiding officer to 
call them up at will as messages from the osher house. He is thus 
enabled to select the most favorable time to rush concurring action. 
Such control over the fate of amendments would be destroyed if a 
special order of business were devoted to ccnsideration of messages 
from the other house, and if amendments in which concurrence is 
desired were placed on the calendar. Precautions of this nature 
are taken in Vermont. Not only are members informed of amend- . 
ments from the other house by their appearance in full on the cal- 
endar, but a definite time is set aside for their consideration under 
the order of business of Senate (or House) proposals of amendment. 
A rule of the New York Assembly is likewise designed to assure de- 
liberation on such proposals. Amendments made in the Senate to 
measures passed by the House are to be referred to the committee 
which originally reported the measure, but unfortunately this is 
never observed. 

There remains one pcssible reform concerning the treatment 
of amendments which can be stated very briefly. Under general 
parliamentary law amendments once adopted by the house on 
second reading cannot be struck out on third reading unless a mo- 
tion to reconsider has keen carried. Motions to reconsider involve 
retracing the steps by which the bill passed second reading and are 
subject to the restriction that they must be made within a certain 
time, usually twenty-four hours after the vote proposed to be recon- 
sidered has been taken. Great inconvenience is apt to arise from 
the difficulty of modifying an amendment once adopted, should a 
minority prove obstructive. On the other hand, amendments pro- 
posed by a committee, although adopted by the house when it agrees 
to the report of the committee, are not treeted as an integral part of 
the bill and can be altered or stricken out at will. The suggestion 
here is simply to provide a similar method of striking out amend- 
ments offered from the floor and adopted at second reading, should 
they be found undesireble at third reading. 


& Assembly Rule 11. 
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Ronn CALLS ON Finat PASSAGE 


Roll call on the passage of each measure is required by the 
constitutions of thirty-six states." The New England States are 
exceptions. Among them, however, the ayes and noes may be 
demanded by a fraction of the members. The constitutional 
requirement of the roll call on the final passage of bills, or in con- 
curring in amendments, is of doubtful value. The journal of the 
Ohio House, selected at random from those of several states, records 
, fifty-one roll calls on the last day of the 1915 session, and twenty 
roll calls were not unusual upon an ordinary day, although there 
were 121 names on the roll. On the last day of the 1914 session of 
the New York Assembly there were 208 roll calls, the roll containing 
150 names. Similar cases could be multiplied in every state which 
requires roll calls on final passage. Now it is impossible to call a 
roll of 150 names honestly in less than fifteen minutes. On this 
basis thirteen hours would have been so consumed in the House on 
the last day of the Ohio Legislature and fifty-two hours in the New 
York Assembly. An ordinary day’s session would have to devote 
five hours to roll calls, for the States have been slow to devise mechan- 
ical contrivances for recording votes. Wisconsin led the way at 
the present session by adopting an electric voting machine. 

Roll ealls on numerous measures are possible simply because 
the roll is not called. Go through the journals of any of the thirty- 
six states mentioned above and you will find measure after measure 
upon which no dissenting voice was cast. Indeed a real division 
will occur with conspicuous infrequency. The results of the 208 
roll calls in New York to which reference has been made, show that 
only fifteen record as many as five votes in the negative, and of 
these only eleven could be called real divisions. Since many meas- 
ures meet with no opposition, an experienced clerk can tell as soon 
as he has called half a dozen names whether further call will reveal 
any negative votes. lf none are apparent the rest of the roll is 
called very rapidly and a member must watch carefully to catch 
his name, if indeed it be called at all. A skilled clerk of the Penn- 
sylvania House has been known actually to call 207 names in 59 
seconds. Under the short roll call of New York, names of but a 
few members are called by the clerk and the bill is declared passed 


8 Index-Digest of State Constitutions, pp. 844-845. 
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by an arbitrary number of votes. Several printed slips of about 
one hundred names are employed for the purpose of making up the 
journal; they are pasted in the journal anc the names thereon are 
recorded as voting in the afirmative. A məmber who wishes to go 
on record in the negative must rise and announce the fact to the 
clerk, unless he has given notice beforehand, and his name will be 
crossed off the list and written down on zhe negative. In order 
that the records will be consistent members who have been excused 
for the day are crossed off. Bills are thus passed at the rate of one 
a minute sometimes with not more than a corporal’s guard present.“ 
Undoubtedly the spirit of zhe constitution is violated. What was 
intended was an honest roll call with opzortunity to return aye 
or no. 

Yet perhaps the situation is not so serious as some have de- 
clared, for a practice so general must have some survival value. 
It must be remembered that the quick roll call is simply a method 
of acting by unanimous consent in cases In which the constitution 
requires a recorded vote. Usually a member can have a slow roll 
call if he asks for it, and by the custom cf many legislatures may 
demand its verification. True, insistence upon a slow roll call is 
apt to be unpopular, for a man’s colleagu2s are impatient to have 
their measures reached: but here again enters the element of unani- 
mous consent. The use of an electric voting machine would proba- 
bly increase the number of real divisions, but business by unani- 


4 Mr, Baker, addressing the New York Constitutional Convention of 1867 
(Record, p. 1301) said: "I know for a fact that during the last two days of the 
session the clerk passed more legislation than tne body of the House, and it was 
no uncommon thing to ad:ourn and leave the city, a majority of the members 
not knowing upon what bills they had voted." So it appears that the short roll 
call is no strictly modern invenzion. 

The Committee on Legislation of the New York Citizens’ Union (Report for 
1908, p. 22) describes the technique. At that session the clerk had four printed 
lists of names for the sake cf variety; the selection of the form to be used seemed 
arbitrary. 

5 New York is perhaps an exception smece the presiding officers sometimes 
take the ground that there must be a substantial demand for & roll call, else those 
opposed should be content with being rezorded in the negative. (Citizens’ Union, 
Committee on Legislation Report 1913, p. 5.) Of course there have been in- 
stances elsewhere in which the gavel rule of the speaker was very marked and 
demands of a few members have been disregarded, but such are occasional and 
grow out of conditions more serious than problems of procedure. 
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mous consent would continue in the absence of a quorum, since 
the record of the machine could be modified upon the journal to 
meet constitutional mandates.“ If the constitutional requirement 
of a roll call on any and all measures were abolished, a record of 
real'divisions would still be preserved through the power of a small 
minority to demand the ayes and noes, During the 1916 session 
of the Maasachusetts House there were 2 put eighty-nine roll calls 
on all subjects, yet each represented ar { division of opinion. The 
true explanation of the short roll call isfound in the anxiety of mem- 
bers to speed up legislation upon which they have not had time to 
form opinions, and to seek for fundamental reform through new 
methods of voting is to mistake symptoms for causes. 


COUNTING A QUORUM 


The simple expedient of counting towards a quorum those 
physically present although the fact is not revealed by & roll call, 
following, Speaker Reed's famous ruling of 1890, is now generally 
accepted by the states, even finding a place in the rules of a few.’ 
Speaker Reed and those who supported him were able to find numer- 
ous precedents among the state legislatures." In 1874 the Speaker 
of the Massachusetts House ruled that the constitutional require- 
ment of a quorum was satisfied by physical presence, and in 1883 
the president of the Pennsylvania Senate counted a quorum. Fol- 
lowing the punishment in 1882 of a member for contempt in refusing 
to vote, the more expeditious method was likewise adopted in 1883 
by the New York Senate. At the session of 1892 the same body 
fell back upon the older practice of punishing for contempt members 
refusing to vote, although it seems evident that the purpose was to 
find authority for measuring vengeance to three senators. How- 


* The introduction of an electric voting machine in Wisconsin has been 
wholly beneficial, inasmuch as the number of roll calls has been increased and life 
injected into the session generally. Wisconsin requires no roll calls on final pas- 
sage unless on demand of one-sixth and therefore each is areal division. The 
time consumed being negligible, the temptation to short roll calls where the ma- 
chine is used would be materially reduced. 

57 Found in the rules of the Florida, New York and Ohio Senates. By the 
rules of both houses of Virginia members present but not voting shall on the de- 
mand of one be counted in the negative. (House, 69; Senate, 51.) 

58 See Congressional Record, 51 Cong., 1 Seas., pp. 015—916; 1161-1182; 1234. 
Indiana, Massachusetts, New York, Ohio and Pennsylvania were cited. 

$55 Ses Brooklyn Eagle, Jan. 27, 1892. 
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ever, in 1902 counting a quorum was legalized by specific rule.*? 
The legislatures of practically all she states require by rule that a 
member vote and that failure to do so constitutes contempt, but if 
threat of contempt should fail the body would doubtless resort to 
counting a quorum." It is questionable, as Speaker Reed said in 
a letter to a member of (he New York Convention in 1894, whether 
an assembly has the right to make a man vote. A person with no 
opinion should not be made to express one: it is enough that he be 
compelled to acquiesce in the result and the fact of a quorum is not 
disturbed by his silence. 


ENGROSSMENT AND ENROLLMENT 


It is worth while to devote some attention to the preparation 
of the official copy of bills and to the safeguards employed against 
dishonest or careless engrossmerts and enrollments. Except in 
New England the engrossed copy is the one specially prepared for 
passage as the authorized bill. Having received the approval of 
both houses the enrolled bill, now in the form of an act, is made 
from the engrossed bill. After being signed by the presiding otficers 
of both houses the enrolled measure goes to the governor for his 
approval. Upon receiving his signature it becomes the official 
statute. When reading the rules of the New England states, how- 
ever, it is well to remember that the “engrossed” bill refers to the 
copy which goes to the governor. 

Due to better systems of engrossing and enrolling and the use 
of the printing press invclving checking by expert proof readers, 
scandals growing out of fraudulent copies are not so common as 
formerly. In the prosperous days following the Civil War when 
industry broke into unprecedented activity, the possibilities of 
special legislation were discovered and special interests often prof- 
ited through incorrect enrollments. “Such was the pressure upon 


*? It may be noted that as sarly as 1858 a proposal to incorporate “counting 
a quorum" in the rules had been made in the Pennsylvania Senate. It was dis- 
agreed to because it was not thought that a man could be put down on a quorum 
until he voted and the method of punishing for contempt was adopted instead. 

* For example, Michigan House Journal 18€9, pp. 993, 1207; and House 
Journal 1893, p. 1700. l 

* The letter appears in the Revised Record, New York Convention, 1894, 
vol. I, p. 450. 
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the legislature that it became the habit to prepare laws for the sig- 
nature of the governor which had never passed the legislature. 9? 

In order to insure purity of text, the rules now generally pro- 
vide that before final passage bills shall be engrossed under the 
supervision of a committee. This committee renders very inade- 
quate supervision, the work being delegated to clerks. In New 
York, where the constitution requires printing in final form before 
passage, bills are rarely passed without being engrossed by printing. 
The proof is read by experts who have an office in the capitol. In 
other states, however, the rule requiring engrossment is often evaded 
by a motion that the bill be considered engrossed and ordered to & 
third reading, and thus it is possible for third reading to follow 
immediately upon second. Where the custom of combining third 
reading with second prevails, as in Minnesota, Washington and 
West Virginia, it is impossible for bills to be engrossed; and Wash- 
ington recognizes this by specifying that all amendments are to be 
pasted securely on the original bill. Frequently bills are engrossed 
only in case that they have been altered after introduction; other- 
wise the copy introduced continues to be official until enrollment. 
If no engrossed copy is made, the original bill, or a printed copy 
thereof, in possession of the clerk, with amendments fastened upon 
it, is official.“ The plan of Michigan and New Jersey of making 
one of the printed copies the official bill throughout dts legislative 
career is a good one. It then corresponds line for line to the copies 
in the hands of the members and the clerk thereby avoids the dif- 
ficulty of identifying the places for proposed amendments upon a 
copy different from that in their possession. ' 

The preparation of the enrolled measures, done sometimes by 
printing, sometimes by typewriter, sometimes in long hand," is 

€ Samuel Dickson in the Presidential Address before the Pennsylvania, Bar 
Association, 1896. See also Debates of New York Constitutional Convention, 
1867, p. 1803. : 

^ No bills have been engrossed in Iowa since 1907 although the rules pre- 
scribe that they shall be. (Shambaugh, “Statute Law Making in Iowa," p. 230.) 

55 The recognized practice in Arkansas, North Carolina, Idaho, North Dakota 
and Wisconsin. 

Connecticut, Nevada, New Hampshire, Ohio, Pennsylvania, Rhode Island, 
Vermont, Virginia and Washington follow this method. 


“ Ses Bulletin No. 4 of the Nebraska Legislative Reference Bureau for a table 
showing methods of engrosament and enrollment in the several states. 
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likewise supervised by committees which report that they are cor- 
rectly enrolled. But again che oversight is of the most casual sort. 
In the Pennsylvania House the committee sharged with this func- 
tion numbers twenty-five, divided into groups of three to expedite 
the work; but bills are rarely examined by members, the real work 
being left to clerks, although the official clerk of the enrolling com- 
mittee is supposed to sign enrolled measures as a sort of voucher. 
The method of enrollment in Vermont makes it virtually impossible 
to correct errors which may appear at this stage. The original bill 
with amendments written or pasted therecn goes to the governor 
for approval. Later, perhaps after the adjournment of the legis- 
lature, the engrossing clerk copies the act into a book, and the pre- 
siding officers of the two houses and the governor meet in the sec- 
retary of state’s office and sign it. 

The great defect o? most systems occurs in the fact that the 
real work is not done by responsible men, so that blame for errors 
can be clearly located. To this end it would be well to make a 
regularly established state officia. responsible for correct enroll- 
ment. In 1911 the Senate of Wisconsin abolished committees on 
enrolled and engrossed bills and placed the duty of reporting 
measures as correctly enrolled upon the chief clerk. It may be 
suggested that legislative reference libraries could to advantage be 
entrusted with this responsibility. In South Dakota the chief of 
the engrossing staff must initial each page as a verification of its 
correctness? and by the laws of Connecticut the engrossing clerk 
must certify with his signature that each bill is correctly prepared.*? 
By a curious provision of the South Carolina Code, county solicitors 
are required to attend upon sessions of the legislature to assist in 
drawing up bills and to supervise engrossment and enrollment of 
the same. Each bill must be certified by one of these officers as 
correctly enrolled." Maine, Massachusetts and New Hampshire 
provide that the work be done in the secretary of state’s office. 
California, Kentucky, New York, North Dakota and Utah have by 
statute made fraudulent alteration of the enrolled measure a felony 
and New Mexico by constitutiongl provision. 

The constitutions of thirty-three states require that the en- 

55 Laws of 1909, Chap. 123. 


*? General Statutes (1902), Par. 38. 
7? South Carolina Code (1912), Par. 23. 
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rolled bill be signed by the presiding officers of both houses, twenty- 
two prescribing that it be done in the presence of the assembled 
body.” An attempt was thus made to provide an additional guar- 
antee against the signing of bills irregularly passed. A situation 
which arose recently in Indiana raised the question as to the respon- 
sibility of these officers. Two bills which had never passed the 
legislature were signed by the presiding officers and later by the 
governor. The grand jury sitting to investigate the responsibility 
for the affair reported that the speaker of the House and the presi- 
dent of the Senate, who had wrongfully signed the measures, were 
in no way liable.” 

Upon the question whether the enrolled bill controls the en- 
grossed bill in ease of discrepancy between them, the courts have 
not been in agreement; although the attitude consistent with the 
widely accepted principle that the enrolled bill is final, would favor 
making it the conclusive copy.” 


n Index-Digest, State Constitutions, p. 846. A similar provision failed in 
the Constitutional Convention of New York in 1894 because it was feared that 
the presiding officers would be invested with the veto power. (Record, vol. I, pp. 
906 et seg.) The prevailing opinion of the courts has been, however, that failure 
to sign in no way invalidates she act, as the only function of the signatures is to 
furnish evidence in the absence of which recourse may be had to the journals. 
Commissioners v. Higginbotham, 17 Kan. 62; Taylor v. Wilson, 17 Neb. 88; But 
see Burritt v. Com'rs, 120 Ill. 322; and Douglas v. Bank, 1 Mo. 24; also Stale v. 
Kiesewetter, 45 Ohio St. 254, where the provision was held mandatory. 

n From the text of the report of the grand jury to the Governor. Indian- 
apolis News, Deo. 5, 1914. 

7 8o held in Division of Howard County, 15 Kan. 1904. But see conira Berry 
v. Railroad, 41 Md. 440; Brady v. West, 50 Miss. 68. Also Moog v. Randolph, 
77 Ala. 507. Where material divergence exists between the engrossed measure 
and the enrolled act the bill approved by the governor is not the one which passed 
the houses and therefore never became law. In State v. Swan, 7 Wyo. 166, one 
section of the act was void as being enrolled by mistake, 
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CHAPTER VI 
LEGISLATIVE LEADERSHIP 


We must finally examine the preparation of a daily legislative 
program, to discover how far the houses follow a fixed arrangement 
of business. The question of the control o? the time of the house 
and the extent to which individual members have surrendered 
themselves to the guidance of leaders is involved. The matter of 
controlling the limits of debate necessitates no complex system of 
rules since & minority anxious to discuss measures is absent. With 
the exception of the rush days at the close the houses do not sur- 
render control of their time to any special group. The legislatures 
of Georgia and Washington are perhaps exc2ptions in that from the 
first of the session the calendar of the latter is under the jurisdiction 
of the rules committee, while in the former all motions to interrupt 
the regular order must be referred to the seme committee.' In the 
Georgia Senate no request for unanimous consent to suspend this 
rule will be heard.? 


Toe CALENDAR 


The daily program taxes the form of a calendar upon which 
measures appear in the order in which they are to be taken up. 
Appropriation bills sometimes have preference by being placed at 
the head of the list.2 Usually the calendar is printed daily, although 
sometimes it is merely posted as a bulletin, asin Nebraska, Nevada 
and South Dakota. In some of the more backward states as Arkan- 
sas, Indiana, Montana and North Caroling, the clerk merely keeps 
a list of measures in their regular order. 

The evils of such a lax method are twofold. Great power over 
the calendar is put in the hands of the speaker inasmuch as with 
him rests the selection of bills to be handed down for the considera- 
tion of the house. He is consequently enabled to reserve measures 
until an opportune time, either favorable or unfavorable to their 


1 Washington House Rule 2; Georgia House Rule 42, Senate Rule 137. 
3 Senate Rule 40. 
+ Georgia, even over special orders; Kansas, Mississippi under the constitu- 
tion, and Pennsylvania. 
[91] 
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passage, without the members being much the wiser. In the second 
place the members are ignorant of the time at which bills are to 
come up. The absolute right of members to be informed in advance 
as to what business is to come up really constitutes the essential 
reason for the daily printed calendar. As a select committee of the 
Commons declared in 1861, certainty from day to day of the busi- 
ness to be transacted is the great aim of procedural reform. Each 
member, furthermore, should be able to rely upon the carrying out 
` of the program laid down.’ Nevertheless, slight investigation will 
reveal that our state legislatures have attained this ideal very 
imperfectly. Although as a rule, matters not upon the calendar are 
denied consideration, a few states. however, reporting to the con- 
trary that business not upon the calendar is often taken up,’ the 
value of the calendar as a program of the day’s activities is materially 
lowered by the general custom of admitting measures to considera- 
tion out of their regular order. The practice of granting leave to 
take up measures ahead of their turn obtains generally in states in 
which the calendar is allowed to become overcrowded. If steering 
committees are not employed, calendar rules are practically dis- 
regarded the last few days of the session. For example, in one day, 
selected at random about two weeks from the end, the Minois 
House by ungnimous eonsent suspended the regular order thirty- 
two times, permission to suspend being withheld but twice. 

The force of the calendar is also weakened by “passing” a 
measure when it comes up in its regular order. If such practice 
prevails, there can be no certainty that a measure will be acted upon 
when reached. In many legislatures a member to secure considera- 
tion for a bill must call it up at the debate stage, but if he thinks 
the time inopportune he neglects to do so and another than the 
sponsor will not usually request its consideration. By the rules of 
Pennsylvania a bill may be passed for two weeks before being 
dropped from the calendar. Pennsylvania also keeps a postponed 
calendar of bills on third reading on which a measure goes at the 


4 Report of Select Committee of the Commons on Business of the House, 
1861, pp. iri-xii, Cited by Redlich, “Procedure of House of Commons," vol. J, 
p. 98. 

s Alabama, Arizona, Minnesota, Nebraska and New Jersey. Oklahoma 
enforces the calendar strictly but reserves some time just after convening and 
before adjourning for consideration of matters not on the calendar. 

* House Rule 35. 
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request of the sponsor, who is thus given a chance to marshal his 
forces and to seize a more promising moment later to put his meas- 
ure to vote.” Members evail themselves of this privilege frequently. 
Missouri possesses the same device in an “informal” calendar. In 
those-states in which custom permits a measure on the calendar to 
come up automatically in its turn without the necessity of & member 
calling it up for consideration, it is usual to “pass” a measure if 
there is a request to do so, although in some cases it may lose its 
favorable position on the calendar. Ohio practice, however, permits 
a bill “passed” on the calendar by a majority vote to be placed at 
the head of the list for the day following.? A blanket motion may 
extend this favor to over one hundred measures at & time and thus 
disturb the order most effectually. A bill “passed” on the calendar 
once in Connecticut or twice in California is sent to the foot unless 
saved by a two-thirds vote.? 

In accordance with the principle that a member should know 
with a great degree of certainty what measures are to come up in 
the day’s business, a simple majority should not be able to violate 
the regular order without due notice. It has sometimes been urged 
by those who had in mind meritorious legislation which failed 
because the majority could not act immediately as they desired, 
that the majority should at all times be master of the time of the 
house by being able to change the order of business at any time.” 
But the minority also deserves protection from the snap tactics of 
the majority, and to this end notice of all.motions to suspend the 
calendar should be iniperative. Due notice having been served in 
advance, a simple majority would be sufficient to carry the motion. 
This is the practice in New York." The rule prevailing in some 
states, making necessary a two-thirds or three-fourths vote to sus- 
pend the order, gives undue power to the minority, who are entitled 
to no such consideration if they have been properly notified. 


7 House Rule 68. Since the session of 1913 measures not called up from this 
calendar within five days are dropped. 

e Joint Rule 21 and House Journal 1915, p. 1117. 

? Connecticut House Rule 9, Senate 22; California Assembly Rule 14, Senate 
Rule 40. 

? Urged by Illinois Voters’ League (Bulletin, Nov. 20, 1914) and adopted in 
Illinois in 1915. The majority in the lower house must be absolute. Haines, 
“Minnesote Legislature of 1909," recommends the same. 

u Senate Rule 44, Assembly Rule 46. 
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Much could be done towards introducing order and certainty 
into the proceedings of the houses by improved methods of com- 
piling the calendar. Broadly speaking, all contemplated actions 
which could possibly give rise to discussion should appear on the 
daily printed program. ‘This means that all bills on second read- 
ing, third reading or final passage should be shown. If second 
reading occurs before reference, the report of the committee should 
go on the calendar before it is acted upon inasmuch as debate is 
likely to occur at this stage. Yet the calendars of some states, as 
Alabama and lows, show bills only on third reading. When 
measures are referred to the committee of the whole, general orders 
should be included in the calendar as is done in Arizona, Kansas, 
Michigan, Minnesota, Oklahoma and the New York Senate. A 
material defect of the Massachusetts calendar is its failure to show 


measures up for final passage, a step, which, it will be recalled, 


does not occur until the bill has been returned from the other house 
with engrossment concurred in. - Although final. passage is thus 
rendered largely perfunctory it is the crowning stage of the bill’s 
career and setting the time at which it is to occur should not be 
left so completely in the hands of the speaker. As noted above, 
however, the speaker will inform any interested member of the 
time at which a certain measure is to come up. 

Measures should be set forth by title, as 18 done generally, and 
not by number merely, as in Illinois, Maryland and New Jersey. 
If bill dockets or bill indexes are published regularly a complete 
history of the bill is superfluous, but brief summaries, as included 


in the calendars of California and Iowa, would act as a ready refer- 


ence. If a bill has been amended at any time the fact should be 
noted and, if copies of all amendments are not placed in proper 
order in members’ files by clerks, citations to the pages in the jour- 
nals where they-may be found should be included. Vermont calen- 
dars include such citations, but Massachusetts goes farther and 
prints all amendments in full in the calendar, thus guaranteeing 
that they shall be available to members at the time action is to be 
taken thereon. It goes without saying that all special orders should 
appear on the calendar and that all that has been said about bills 
applies with equal force to resolutions. 

There remain three other orders of business of which members 
should be advised beforehand since they will be called upon to assert 


A 
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an opinion upon them. First, reports of committees recommend- 
ing amendments should appear in full on the calendar before adop- 
tion. As pointed out above, this is absolutely essential if the report 
stage is likewise the debate stage. But even if debate should be 
postponed and the committee’s report adopted indifferently, mem- 
bers should be warned of proposed changes which may alter the 
very nature of a bill. : 

In the second place, following the example of Wisconsin, 
motions to reconsider should be required to hang over one day and 
should find a place on the calendar. Other motions which must lie 
over one day, such as & motion to discharge & committee, likewise 
appear on the Wisconsin calendar under the head of “ Motions for 
"Consideration," while Arizona, after the manner of Congress, main- 
tains 2 calendar of motions to discharge committees.- It will be 
recalled that the practice of Parliament requires that a notice of 
motion must be given for practically all orders of business. 

And finally, amendments made by the second house to bills 
which have already passed the first should appear on the calendar. 
Coneurrence by the house in which the measure originated in 
amendments of the other may be a crucial point in the career of the 
bill, and it should not be treated in the loose manner which generally 
prevails. The Vermont practice by which such amendments appear 
in full on the calendar is to be commended. Reports of conference 
committees should receive similar consideration. It is submitted 
that, were the calendar compiled along the lines set forth here, a 
considerable influence would be set at work to compel adherence to 
& previously arranged program. 

With two or three exceptions no effort has been made to dis- 
tinguish between different kinds of legislation on the calendar. As 
noted above a very few give a preferential place to appropriation 
bills. Separation of private and general bills would be a distinct 
gain as tending to call attention to their different natures. In 1895 
the Governor’s Commission of the New York Legislature recom- 
mended that three calendars be adopted, viz., a private and local 
calendar, a cities calendar. and a general calendar; and that certain 
days be set apart for certain calendars. Mondays and Saturdays 
were to be devoted to prtvate and local measures, thus keeping 
interested ones at the capitol over the weck-end and reserv.ng more 


96 The Annals of the American Academy 


general legislation for mid-week when a full house would be present.” 
The calendar of the Maryland Senate recognizes the principle to the 
extent of grouping local and general bills separately on the calendar. 
In those states which still retain the committee of the whole no 
general principles regarding the nature of the measures to be placed 
on “General Orders" are applied. Late in the session this calendar 
often becomes a graveyard for most bills which have been unable 
to escape it, and growing large because not disposed of, serves as a 
place where a few measures of doubtful virtue may be held for the 
purpose of passing in a hurry at the close.” 

The value of the calendar would be much enhanced if it were 
placed in the hands of members one day before matters thereon are 
to be considered. Urged repeatedly in New York, this has been 
adopted in Wisconsin.“ ` According to the rules of Connecticut also, 
matters must appear on the calendar one day before being taken up. 
When ready for action they are marked with a cross. Thus a meas- 


ure which has been on the calendar for one day will thereafter be . 


“starred for action.” The value of the rule in Massachusetts 
requiring matters to lie over one day before action has been much 
enhanced in the Senate by the practice of publishing on the calendar 
all matters which are to appear on the orders of the day on the 
morrow. 

Zeal and perseverance in clearing up the calendar at- each 
sitting would go far towards relieving the congestion so generally 
attending the closing days. Nevertheless it is the almost universal 
report that no effort is made to clear the calendar each day. Work 
consequently is allowed to accumulate until the calendar no longer 
sets forth a daily program but serves merely as a docket from which 
the house may select matters for consideration. The third reading 
calendar of the Alabama House for the twenty-sixth day of a recent 
session held almost 250 measures, and the calendar of the Kansas 
Senate for the same day of the session showed more than 400 matters 
upon which that body was supposed to pass judgment. Other 


2 New York Assembly Document, 1896, No. 20. This feature was introduced 
as an amendment to the rules by the Progressives at the 1913 session but was 
defeated. (Ass. J. p. 15.) 

13 Ses Michigan Constitutional Convention Debates (1907-1908), p. 147. In 
the New York Senate reference to the committee of the whole towards the close 
of the session is a polite way to kill a measure, 

4 Senate Rule 19, House Rule 21. 
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examples likewise chosen at random could be multiplied in many 
states. Serious attention towards keeping abreast of the daily 
program would do much t obviate the need for sifting committees 
and for the general suspersion of the calendar rules as the session 
grows old. Pressure would in turn be placed on the committees to 
assure that they were meking consistent progress in their work. 
Legislatures which for the sake of orderliness enforce the rule that 
committees must make firal report on all matters midway in the 
. Session of course find it impossible to clear the calendar for weeks 
after the expiration of the time, but where the introduction of new 
measures and reports 02 committees continue until late 1t is impera- 
tive that the work assignec each day on the calendar be completed. 
It is deplorable that measures should ever be allowed to die on the 
calendar. 1f they are trivial they should never get out of com- 
mittee, but once out they deserve a decision by the house. 
| Massachusetts avails herself of a simple plan to aid her in dis- 
posing of routine business on the calendar. It has been the experi- 
ence of many states that matters on the calendar giving rise to 
prolonged discussion may precede much routine business and that 
consideration of the latter is delayed as a consequence sometimes for 
days. Massachusetts treats as unopposed business those measures 
on which members do not ndicate a wish to debate or amend. As 
‘the calendar is called, such matters are disposed of in the routine 
manner. After the calendar has once been gone through, the speaker 
returns to measures which members have indicated a desire to 
discuss. ‘Transaction of routine business accordingly proceeds 
rapidly and is not allowed to accumulate on the calendar. 


Crosing Days or THE SESSION 


The evils of the glut of legislation so general during the closing 
days are too well known t5 merit discussion here. Remembering 
that the journals are reco-ds of things done, it is interesting to 
examine the report they give to see how the burden of work is dis- 
tributed throughout the session. The Journal of the New York 
Assembly of 1914 devotes all of the second volume to a record of 
the last six days. As notec above, there were 208 roll calls on the 
last day. On an average day near the end, the Assembly passed 
fifty-nine bills and advanced forty-four. The final day of the 1915 
session of the Ohio House saw forty-three measures passed and the 
8 
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adoption of the conference report on the general appropriation bill 
containing 347 amendments. At the same session of the Illinois 
House the work accomplished the first four months fills 740 pages 
of the journal; that of the last month requires 642 pages to report. 
Nor were the earlier months spent in discussion on the floor, for the 
verbatim reports of debates during the first four months fill 625 
pages while those of the last month fill 655 pages. Furthermore 
the time was not consumed in committee deliberations, for 40 per 
cent of the committee reports were rendered during the last month. 
The House simply did not settle down to work until four months of 
the session had passed. It is generally recognized that the first 
few weeks of many sessions are wasted. In 1915 the New York 
Legislature after sitting six weeks had passed eighteen measures, 
although 1565 had been introduced. In 1916, fourteen measures 
were passed during the same period, 1314 having been introduced. 

The congestion at the end is not confined to the large states. ' 
The Idaho House passed or rejected fifty-three measures in one day 
at the close of a recent session.! Montana reports an equally serious 
situation, and it has been estimated that in past years from 80 to 
90 per cent of the business of the North Carolina Legislature has 
been ratified the last ten days. 

The remarkable thing is that no means have been developed 
to remedy a condition which is partly due to lack of effective 
organization throughout the session and is partly psychological. 
Concerning the latter aspect of the situation it may be said that 
members are anxious to get home, their financial remuneration 
seldom compensating them for their absence from business. The 
spirit of procrastination, so strong during the early days, must now 
be atoned for by frenzied action in midnight sessions. Unanimous 
consent is granted promiscuously if business will be advanced 
thereby. The only visible hope lies in greater speed. Even if a 
time limit upon the introduction of new measures has been enforced 
the calendar becomes congested unless the committees and the 
house have moved expeditiously throughout the session." Amid 


5 From a table prepared by the New York Times, Feb. 21, 1916. 

15 The Governor's Message to the Twelfth Legislature. 

17 A real advantage flows from the enforcement of such a rule to the extent 
to which it prevents the introduction of entirely new measures at the close pre- 
paratory to hasty passage, Bills have often been known to have been brought 





pr ` Procedure in State Legislatures 99 
7 " 


` guch: tonditions a steering committee is preferable to a general sus- 
, pension of the calendar because some measure of responsibility can 
be exacted. The constitutional provision requiring readings on 
three} separate days, if absolute, prevents bills passing from one 


house to the other within three days of adjournment; but the Indiana 


 elausé which prohibits transmission to the governor on the last two 
| days of the session merely advances the congestion forty-eight hours. 


. A rule proposed by the Progressives of the New York Assembly in 
l 1913} would have marked a real advance. Private and local bills 


^ æ 


— 


were to be in order on the calendar only during January and Feb- 
ruary, leaving at least two months for action on general measures 
solely. 

d (Massachusetts avoids the tumult of the last days more suc- 
cessfully than do other states, and it is worth while noting the 
meshs by which she accomplishes it. In the frst place, there is no 


. limit upon the length of the session, and the legislature seldom 


adjourns before July. Well-informed persons state that if the ses- 
sidni were shortened, as it is by the constitutions of some states, 
congestion at the end would be unavoidable.!® In the second place 
the exceptionally strict time limit upon the introduction of bills, 
none being received as a rule after the second week, makes possible 
the enforcement of the provision that committees must report out 
all measures early.? The legislature knows by the middle of April 
at the latest how much business remains to be accomplished. 
Mi apri the healthy rivalry of committees in efforts to keep 
slates clean is an incident of the high development of the 
ommittee system in Massachusetts. Close record is made each 
vidi of the progress of work in‘committees, which is compared with 
similar periods of previous years, so that the presiding officers are 
led to apply pressure where necessary. Summing up, we may 

say: that the legislature of Massachusetts makes sure that all the 


i 
. in: the last forty-eight hours, which their proponents would not have dared to 


present unlees they knew business had so accumulated that no one would have 
time to examine them. 
l js The Wisconsin Legislature, which maintains order to the end, continues in 
session from January through July or later. 
19 Massachusetts Joint Rule 12. There is commendable hostility towards the 
suspension of this rule. Concurrent action by four-fifths majority of each house 
ie nboessary to suspend it. 
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business which is to engage the session is introduced at the very 
first. Committees at once get busy and continue so in order that 
they may return their reports promptly. And finally, the houses 
continue in deliberation a sufficient length of time to insure that 
their work will be completed without confusion or disorder. 


LEGISLATIVE LEADERSHIP 


The constitutional fathers were so intent upon removing the 
legislature from executive control that the problem of legislative 
leadership seems never to have arisen in their minds, yet it has been 
the absence of responsible and definite direction within the body 
which has necessitated the development of leaders outside who, 
hidden from public view, have turned the opportunity into a source 
of private gain. Our state legislators are but human beings of little 
or no legislative experience, who are usually as amenable to good 
leadership as bad; but led they must be and the boss has filled a 
real need. The legislatures, moreover, have done nothing to develop 
from among themselves leaders who shall be responsible as such to 
the people, and the public is suffering from the resulting aimless- 
ness of legislative activities. Members are as the blind leading the 
blind. Willing to follow, they can find no one to guide them. 

A study of any of the journals discloses the fact that the bodies 
lack a consistent purpose. Members are not able to follow a con- 
stant policy, since they vote on many matters on which they have 
no opinion. This truth is illustrated in the number of actions which 
are reconsidered and, what is more noteworthy, in the number of 
definite decisions which are reversed. What leadership the houses 
enjoy is provided by the speaker and a few prominent committee 
chairmen, who stand forth partly because of their experience or 
force of personality, partly because of the position gained by them 
under the rules, and partly because of their position in the party 
hierarchy. Their control is often arbitrary and rarely systematic- 
ally constructive. This latter quality has not been necessary because 
they have never been responsible to public opinion as recognized 
leaders. 

THE SPEAKER 

Remembering that discussion here must be confined to that 
phase of legislative leadership which is related to questions of 
procedure, we may note that the member standing out predominant 
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88 b party chief is generally the speaker. The power which he 
derivés from committee appointments and the reference of bills has 
been tampered with but little, as has been shown above. His powers 
through recognition of members wishing the floor are extensive since 
l 80 lange & volume of bugness 18 conducted by unanimous consent. 
Usually in refusing recognition therefor, aside from extreme cases 
- of arbitrary and irregular conduct, he merely exercises the parlia- 
mentary right of any member to object to the suspension of the 
regular procedure by unanimous consent. But because of his 
positit n, the speaker can use this right to enforce discipline, when 
.&n obscure member would only incur the, hostility of his colleagues. 
= | | Gavel rule, under which the speaker refuses to hear objections 
to unanimous consent or to recognize demands for roll calls, has 
probably been a subject of complaint at one time or another in all 
our tates. In this the speaker is aided by the confusion generally 
2 preval ing on the floor at critical times. An example of extreme 
; ‘control i is furnished by the fact that a statement reported to have 
been made by the speaker, that there would be no more roll calls 
V on-dry measures permitted in the House, was accepted as final by 
the ‘Senate. ? A method of gavel rule requiring more finesse is to 
„utiliz a ruling on a point of order to bring about the desired result. 
The i it experience of the majority of members in parliamentary prac- 
tice: plus the element of party solidarity leads to general agreement 


20; Ilinois Senate Debates, 1915, p. 507. A typical case of gavel rule occurred 
in the Pennsylvania House of 1911 and is fully set forth in the Legislative Journal, 
p. 3028. À joint resolution wes up to amend the Constitution to provide for the 

initiati ve and referendum, It feiled on third reading by a close division without 
recordjof votes, the speaker no; heeding the call for the ayes and noes, after which 
the following colloquy took place. 

‘Mr. Kerry (on a question of personal privilege): ‘Mr. Speaker, I 
called for the yeas and nays on House Bill No. 768 before House Bill No. ` 
771. was taken up.” i 
| 1 SPnaxER: “The gentleman was not then recognized. The gentleman's 
objection will be entered on the journal." 

idi ‘Mr. Banpwis: "Mr Speaker, I rise to a question of personal privi- 
iie" 

BPRAKER: ‘The gentleman will state his question of personal privi- 
i 
| | "Mn. BanpwiN' "I desire to have it noted that when the gentleman 
fróm Allegheny (Mr. Kelly) called for the ayes and noes on agreeing to House 
Bill No. 758 on third reading, I seconded the call.’ y 
| | SemAxzR. "It will be so noted on the journal. " 
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with the speaker’s ruling. Thus a clever speaker can frequently 
avoid a direct vote upon a measure, which the organization wishes 
to kill, by skilful rulings on incidental motions or on points of order. 
Furthermore, by choosing the time at which to “hand down" for 
consideration matters which do not appear on the calendar, the d 
speaker may secure the success of measures which would doubtless 
fail were the house warned beforehand. A prominent instance of . 
the use of this means to defeat a measure occurred in the New York 
Assembly of 1912 when the speaker refused to hand down a resolu- 
tion from the Senate requesting the return of a bill in order that a 
beneficial amendment might be incorporated. Through the action 
of the speaker the bill became law without the house having oppor- » 
tunity to act upon the amendment desired by the Senate and fa- 
thered by the Civil Service Commission. The power to appoint 
steering committees materially increases the centralization of con- 
trol in the hands of the speaker. He may be ex officio chairman of Pe 
this committee, as in New York where he reports the daily program. 

The situation sometimes arising when the president of the 
senate is not & member of the majority party emphasizes the par- 
tisan nature of the presiding officer’s position. The article in the 
Constitution of New York which empowers the president pro tem 
to act when the lieutenant-governor "shall refuse to act as presi- 
dent" was inserted becguse of an experience in which the heutenant- 
governor refused to put the question on seating a member. Only 
after much disorder did the president pro tem succeed in putting 
the question and was sustained by the majority.” At the 1915 € 
session of the Illinois Senate the lieutenant-governor aided and ' 
abetted a filibuster by refusing to recognize members other than 
those of the obstructing party and by refusal to hear demands of 
the majority for roll calls.* 


lug FLOOR LEADER 


The degree to which whatever guidance may exist is entrusted 
to the speaker is witnessed by the small place generally held by the 
recognized floor leader. Indeed, many legislatures do not recog- / 
nize a floor leader other than informally. The chairman of a prom- 


‘\, 


n Report of Committee of Citizens’ Union, 1912. 
22 For full account see Senate Journal, February 5, 1894. : 
% See Illinois Senate Debates for March 11, 1915. ` 
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inent committee, such as judiciary or appropriations, may be the 
tacit leader, but his position depends largely upon the man, and he 
y see his leadership settle upon someone else with a stronger 
p of affairs. Occasionally the caucus will appoint a leader, 
though it may simply recognize the caucus chairman as such." 
ut motions to establish a floor leader are infrequent. In Massa- 
chusetts the chairmen of the three most prominent committees are 
/ recognized by having special seats assigned to them by the rules, 
and one of the number, the chairman of the rules committee, is 
; supposed to be the speaker’s spokesman. 

In any case the rank and file of members follow instinctively 
p & few prominent men who hold chairmanships of important com- 
mittees. They are the men who are most frequently granted unan- 
imous consent to advance their measures out of order. The obscure 
member rarely asks for it, perhaps because it is difficult for him to 
X secure it. At least the most numerous instances of refusal follow 
requests by the rank and file. The point to'be emphasized is that 
the men who direct the course of the deliberations receive but 
occasional and slight recognition from the rules and entirely escape 

public responsibility for the failures of the legislature. 
New York is one state in which zhe floor leader is coming into 
a, recognized position of power. Since 1915 the leaders of both 
parties have received the endorsement of law by acts appropriating 
money for their clerical and stenographie expenses. At that ses- 
sion the Senate eaucus of the majority party, although the Senate 
is a small body of fifty-one members early in March named a com- 
mittee of seven to shape party policy without the action of the 
caucus. Four days later the chairman of this committee received 
authorization from the caucus to appoint sub-committees to pre- 
pare all important measures for final passage. He was likewise 
the president pro tem of the Senate, chairman of the rules com- 
mittee which reported special orders at any time, ex officio member 
of the three leading committees, an possessed of the power to refer 
to the finance committee, of which he was a member, any money 
bill reported from another committee. It will be seen that, as far 
as the Senate was concerned, the majority leader was made dictator 


^ For example, Kansas, Oklahoma aad New Jersey. 

* For example,- Chap. 726, Laws of 1915, granted the lenders each $2500 
expense money. 

? New York Times, March 14, 17, 1215. 
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and the standing committees were virtually superseded by the 
small caucus sub-committees of his choosing.” 

The majority leader of the lower house of New York also ho 
a well defined position sufficiently strong for him to take issue, 
occasion with the speaker. In the 1915 session he frankly accepi à 
responsibility for the party's record, and in asking the caucus tl 
committee to advise and assist him in examining legislation i 
the party would sponsor, set forth his policy thus: 

As majority leader in the Assembly it will be my best effort as far topl 


to carry out the general principles of coöperation; to represent the sentiment ct ~~ 
the majority of the Republicans in this legislature as expressed in conference, ) 
v 


- i 


and to obtain such advice as may be gained from the speaker and from the other 
Republican members, whose suggestions I shall not only gladly receive, but grate- 
fully solicit. 


This is as near as any legislature has come to developing responsible 
leadership. The newspapers followed the actions of the leaders 
closely and their movements were given wide publicity. To this * 
extent only were they as leaders placed under any liability to the 
people at large. 

EXECUTIVE LEADERSHIP ` 


The legislatures have been even slower to grant the executive 
the function of leadership than to raise up responsible leaders among 
themselves, yet in many respects the governor is well fitted to lead. 
More than any member he represents the state as a whole; his out- 
look is state wide, and the popular mind is fast placing upon him 
accountability for the fulfilment of party pledges. Of late several 
governors have undertaken to maintain themselves as the recog- 
nized party leaders, but with varying degrees of success, and a 
reaction seems to be setting in against “executive usurpation."?? . 


27 The Senate of 1915 went further than usual in consolidating control in a y 
leader, due probably to the presence of an obstructive minority. The majority 
party had just come into power and by a series of ripper bills were trying to 
restore their control over government officers. For this reason the majority were 
willing to go far in sacrificing individuality to organization. 

15 For example Governor Cox of Ohio was defeated by a platform which 
deprecated the governors assumption of leadership in legislation. At the 1915 
session Governor Wills carried out his promises of hands off and the legislature 
drifted. In this connection see article by J. W. Garner “Executive Participation 
in Legislation as a Means of Increasing Legislative Efficiency," Proceedings 
Amencan Polstical Scwnce Associalíon 1913-14. References to numerous other 
articles on the subject are there given. 
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Formal attempts of the executive to establish himself as leader of 
the legislature have usually failed, and he has had to trust himself 
to the power of his personality and the share in legislation granted 
him by the constitution. Some have not hesitated to use the pat- 
ronage freely for this purpose, but regardless of how praiseworthy 
it may have been in special cases, the considerations which should 
control executive appointments are subverted.?? 

À rule adopted in the Illinois House of 1913 has been widely 
discussed in this connection. The rule gave precedence to adminis- 
tration measures over everything except appropriation bills, and 
Tuesdays were set apart for their special consideration in the com- 
mittee of the whole. The purpose as expressed by the author was 
to impose upon the governor an obligation for a legislative program 
and to make for party responsibility and party government." Yet 
the rule never worked ard was not continued at the next session of 
the legislature. In the opinion of the author it was not given a fair 
trial and failed because of the members’ jealousy of executive power, 
because of the influence of precedent on account of which the House 
could not adjust itself to the new arrangement, and because of a 
general disregard for all rules specially marked in a session under 
the direction of an inexperienced speaker. At the subsequent ses- 
sion the majority in the House were of a political faith opposed to 
the governor, and personal antagonism as well as political con- 
siderations caused the rule to be dropped. The point to be made 
here is that such a rule is not apt to be given a fair trial under present 
conditions. l'or one thing, members feel that it is not in con- 
formity with the spirit of the constitution. Anxious to secure 
passage of measures in which they were interested and jealous of 
their prerogative, the Illinois House felt that the governor wished 
to monopolize the time of the body. "The essential bond of sym- 
pathy was lacking and the relation seemed to involve unwelcome 
subordination on the part of the House. 

Indeed any effort on the part of the executive to direct legisla- 
tion calls out opposition from the legislative bodies in which the 
governor is apt to be worsted. At a recent session of the Pennsyl- 


28 For the governor's legal powers in legislation see J. M. Mathews, “ Prin- 
ciples of American State Administration," Chap III. 

0 See article by Morton D Hul, American Political Science Review, May, 
1913. 
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vania Legislature a joint committee was appointed to confer with 
the governor upon certain important reform measuresfor the passage 
of which the governor had assumed personal responsibility in his | 
campaign. On its face the action of the legislature indicated a 
recognition of the governor’s leadership and a desire to coóperate 
with him. In reality its purpose was to take charge of the governor 
in order that certain legislation might be drafted in accordance with 
the wishes of the organization. The Senate created a committee on 
executive appointments to deal exclusively with the governor’s 
nominations, and it is significant that all the Senate members of the 
joint committee to confer with the governor had places upon this 
committee. Thereafter he was kept in line by threats to refuse con- 
currence in his appointments. At the session of the same year, the 
New York Senate similarly prepared itself against possible execu- 
tive encroachments by a new rule that all executive appointments 
should be referred to the finance committee, already the all power- 
ful Senate committee. Attempts to control appointments in this 
manner are as contrary to the purpose of the constitution as are the 
efforts of the governor to coerce by patronage and veto. Through’ 
the transference of the substance of the appointing power to mem- 
bers of the legislative branch the principle that executive appointees 
should owe their pla¢es to the governor is perverted. The necessity 
of confirmation by the Senate has always been viewed as rightfully 
no more than a check upon flagrant abuse of executive power and 
in no wise to control it. 

In at least two states opposition to the use of the patronage 
has found expression in the statute law. A member who promises 
the governor to give his vote or influence for or against a bill in con- 
sideration that the governor approve or veto any measure or make 
a certain appointment is made guilty of a felony." 

Some degree of coórdination is maintained by reports of admin- 
istrative heads submitted to the legislature, and by appearance of 
administrative officials before legislative committees. Here the use 
of the committee of the whole might be extended with profit, as is 
being done in Wisconsin, to bring executive officers before the 
entire body. Indeed, it should be the right of the head of each 
department to be heard. Yet the value even of legislative docu- 


u North Dakota, Compiled Laws (1913), par. 9331, 0332. Utah, Laws of 
Utah (1907), par. 4099, 4100. 
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ments containing reports of departments or commissions is often 
destroyed through delay in publication. Too often they are not 
available until late in the session. If such reports are to be made 
the basis of legislation they should be in the hands of members a 
month before the session convenes, nevertheless their publication 
is sometimes delayed until after adjournment In this connection 
it would be well to make sure that sufficient time 2an elapse before 
the close of the official year and the convening of the legislature to 
prepare reports that can be of service to the legislators early in the 
session. In Kansas and South Dakota the oficial year closes June 
30, and reports of departmerts are always available at the opening 
of the legislature. Where the year does not close until November 
or December, as in Missouri, Ohio and Pennsylvania, official docu- 
ments may be long delayed. Yet Massachusetts contrives to get 
important reports into the hands of the legislature early in January 
although her year does not end until November 30. 


LEGISLATIVE RECORDS 


There remains a word to be said concerning the means by 
which the work of the legislature is made public, for it is important 
that the people be readily informed of what is going on in time to 
urge or oppose pending measures. The publication of legislative 
bulletins or bill indexes giving the status of all matters can do much 
towards clearing up committee evils as well as enabling the public 
to follow the course of measures easily. At the sessions of 1915, bul- 
letins giving the history oi bills with their status at the time were 
issued at more or less regular intervals in hirteen states. These 
were cumulative and witn rare exceptions were issued weekly.” 
(hey were available to the public either g-atu-tously or upon pay- 
ment of a small fee. California went so far as to put out a daily 
Supplement. A few states have so organized committee procedure 
as to be able to announce bulletins of committee hearings. Local 
newspapers in that case announce the more important hearings and 
in Massachusetts certair newspapers puolisk a daily program of 

? California, Connecticut, Ilinois, Iowa, Louisiana, Minnesota, Missouri, 
Nebraska, New York, Pennsylvania, Texas, Washinzton and Wisconsin. In 
Indiana, Michigan, New Jersey and South Dakoza th» legislative libraries kept 
& card index open to the publie 


* Connecticut, Nebraska and Texas did not issue weekly indexes. 
^ Weekly in New York end Wisconsin; semi-weekly in Massachusetts. 
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all. Additional light is thrown upon the legislature’s activities by 
the circulation of copies of all bills, resolutions, et cetera. In at 
least four states copies of all measures will be mailed to applicants 
either gratuitously or under a nominal fee.** Information as to 
what is taking place in the legislature need no longer be the monop- 
oly of a favored few, and the old claim that a paid lobby was neces- 
sary if persons interested were to know the progress of business no 
longer stands. 

Unfortunately for the public good the legislatures keep but 
incomplete records of their proceedings. As a consequence of Par- 
liament’s struggle with the king, the journals, which had come to 
. inelude notes on speeches, became merely a record of things done 
and not of things said. The Commons resented the king’s calling 
for reports of their debates and checked the note-taking propensities 
of the clerk.* With three exceptions the meager record of the jour- 
nal is all we have in our state legislatures today. Maine and Penn- 
sylvania have for some years published a stenographic record of all 
proceedings including votes, and in 1915 Illinois began the publica- 
tion of verbatim reports of debates. These examples could well be 
followed by all states. From such records the people can be more 
fully informed why the legislature passed some bills and why it 
refused to pass.others. The dignity of the session, moreover, would 
be enhanced if members realized that everything which took place 
on the floor would be permanently recorded 7 

The journal, being the only record of which the courts will 
take cognizance, if indeed they go back that far, should be inspected 
with care in order that all errors may be eliminated. The impor- 
tance of the printed journal is increased when it is remembered that 


3 In New Mexico they are free to those placed on the mailing list by memberf. 
In New Jersey and Virginia upon payment of ten dollars; in Wisconsin twelve 
dollars. They are generally free to the press. 

5 Sir Courtenay Ibert in the Introduction to Redlich, “The Procedure of 
the House of Commons," pp. ix, x. 

3 New York published & record for two years, 1888 and 1889, but the expense 
was felt to be too great to continue it. The constitution submitted in 1915 con- 
tained & provision that full reports be published, which had been strongly advo- 
cated before the convention by Mr. Root. (See Record of the Convention, p. 
3750.) A similar proposal failed the same year in the Michigan Legislature (H. J. 
p. 418 ıt had passed the Senate). Members do not seem anxious to perpetuate 
the memory of their legislative activities 
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the reading of the manuscript Journal is universally dispensed with, 
and the printed copies are the only check available to members. 
With the exception of a few states, chiefly in the South, copies of 
the journal appear on the desks of the members the next morning. 
Sometimes as in New York and Pennsylvania, the printed copies do 
not reach the members regularly and the journal is approved offi- 
cially without examination by anyone.*® Near the end of the ses- 
sion, when adjournment comes late at night, it may be impossible 
to have copies on the desks promptly the next morning but official 
approval should be withheld until members have been given a 
chance to examine them. About a dozen states employ a standing 
committee to report upon the correctness of the journal. But like 
committees on engrossment and enrollment this committee is not 
apt to expend much effort in inspecting the journal, although even 
most conscientious examination by three men may overlook errors 
which they can hardly be supposed to recognize. The legislature 
of Wisconsin substitutes for the old order, “ Reading and Approval 
of the Journal” the new order, “Correction of the Journal," and the 
Minnesota Senate has gone one better by making the correction of 
the journal in order at any time throughout the next day’s session. 
In this way every member has full opportunity to know that actions 
in which he is interested have been correctly spread upon the record. 


3 In New York as a matter of fact the clerical force never has the matter 
ready for the printer on time and only a small part of the journal ever gets on the 
desks of members, yet the reading of the manuscript is always dispensed with. 
(Reply to Nebraska Questionnaire, 1913.) 
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